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PREFACE

In this critically important policy reform program, the MVE team gtrives to produce
verification reportsthat areboth accurate and fair-a difficult task. Thistranchelll reportis
thefourth major verification report produced by the MVE Unit of APRP.

Thetask of verification haschanged considerably in Tranchelll. Thebenchmarksnow focus
moreon actual policy reformsand guiddlinesand lesson studies, although studiescontinueto
be an essential part of the process of benchmark development. In addition, each benchmark
is now accompanied by one or more indicators, which clarify the required accomplishments.

TheMVE Unit isawar eof itsdelicate position, providing technical assstancein verification to
the Gover nment of Egypt and providing itsbest assessment of benchmark accomplishment to
USAID. Theconstructive dialogue between the Gover nment of Egypt and USAID could bea
victim of overzealous interpretation of these benchmarks. This dialogue can only be
maintained if both sides have confidencein itsintegrity and fairness. Finally, the purpose of
APRP is to achieve real benefits for the people of Egypt, not only accomplishment of
benchmarks and a cash disbur sement.

Gary Ender
Abt Associates Inc.
Chief of Party - MVE Unit



EXECUTIVE SUMMARY

The Government of Egypt made significant progress in achieving the policy reform
benchmarks of tranche Il of APRP. Of the 29 benchmarks, 18 were accomplished or
exceeded, and only two showed no progress. Infour of thefivepolicy areas, thereweremore
benchmar ksaccomplished or exceeded than partially accomplished or no progressmade. One
benchmark could not be verified.

1 Prices, Marketsand Trade

The mogt sgnificant achievement of the GOE thisyear in thisareawas in its continued liberdization of
seed cotton marketing (benchmark A3). Participation by private seed cotton buyers and private exporters
increesed over 1997/98. Private traders delivered 28 percent of the seed cotton crop to the gins, as
compared to 6.5 percent in 1997/98, and private exporters made commitments to ship 27 percent of lint
exports in Egypt’s second best export marketing season during the 1990s.

In contragt to the bright lint cotton export picture, the spinning industry and yarn exports faced a very
difficult 1998/99 season. Minimum yarn export priceswere lowered rdativeto earlier yearsbut retained
by the TCF (A2). Its Commercid Committee continued to set minimum prices, yet most private and
some public sector spinning companies began to export yarn at prices bel ow the TCF minimum pricesin
order to remain competitive. The public textilecompanies scopefor lowering yarn export pricesfurther
isredtricted by thethreat of mgor importing countries' imposing anti-dumping pendtieson Egyptian textile
products. Asagenera backdrop to problems of export competitiveness, pegging of the Egyptian pound
to the increesingly strong U.S. dollar made it more difficult to export.

GOE continued to work with APRP towards making cotton lint imports from other countriesaviable
dternative to expensve, high-quaity localy produced lint (A5). There was mgor progress toward
achieving the benchmark on specifying criteriafor doing risk assessments on cotton lint produced in other
countries. It is important to push ahead on findizing and disseminating these criteria to prospective
importers, asthe domestic spinning industry will likely reguire cotton lint importsin 1999/2000 to continue
operating a alevel where 4.0 million lint kentars are required as the minimum raw materia input.

The only marketing benchmark affecting the fresh produce trade (A1) was fully accomplished. The
GOE has adopted and implemented smplified proceduresto facilitate the entry of refrigerated containers
for use in produce exports. An MVE survey of exporters showed that they are well aware and
appreciative of GOE efforts to facilitate their acess to reefer containers. Findly, the Ministers of
MALR and MTS supported alower tariff on imported rice (A4), but by June 30, 1999 the Minigtry of
Finance had not revised the tariff, which remains a 20 percent.

B. Privatelnvestment and Privatization

Therewas sgnificant progressthisyear toward privatization and gregter privateinvesment. Five public
sector rice milling companies were sold to their workers and managers organized in ESAS (B4). The
ADHC successfully completed three privatizations during tranche 111 (B7). Although there were no
completed privatizations of public textile companies (B2), M PE has prepared two spinning and weaving



companies (and three public ginning companies) for privatization, and public calsfor bids are expected
soon. Negotiations are under way regarding leases of one public sector spinning company and a joint
venture spinner.

Insupport of textileindustry privatization, substantid progresswas madetoward devel oping guiddinesfor
leasing and management contracts (B6). MPE may be ableto completethis process, during the coming
weeks. Theseguiddineswill help public spinning and weaving companiestha wish to explore dternative
privatization methods to I|POs, sdles to anchor investors, or saes of shares on the stock market.

While there were no privatizations of textile companies, there was evidence of impressive private sector
investment in ginning and spinning, which generated about 2,500 new jobs during tranche [11 (B3). In
conducting a near-censis of private spinners, MVE discovered that these companies clugter in three
groups. 1) recently privatized spinners; 2) new, smdler companies spinning medium to high counts; and 3)
spinners of various types of cotton wasteinto low counts. The latter twogroupswerelargely unknown
before MVE ssurvey. Thisprivateinvesment reflectsthe perception among privateinvestorsthat policy
reform in the cotton/textile subsector is irreversble, leading to new opportunities to creete jobs and
increase exports.

MTS, with APRP/RDI assistance, made a strong start in launching its program of privatizing joint
venture agribusiness companies (B5), where public ownership is partid, ranging from 1.7 to 97 percent.
Two completed privatizations and one partid privatization during tranche [11 will likely be followed by
many more privetizationsof agribusinessjoint venture companies. MTSisinthe processof establishinga
PEO-type unit to expedite privatizations in the future.

Althoughthereareinforma, anecdatd reports of reductionsin the dow-moving textile inventory of GOE
$inning and weaving companies, MVE was unable to obtain factud evidence of this, making it
impossibleto verify the benchmark (B1). Thereisevidence, however, of alarge reductionin lint cotton
inventories held by public sector cotton trading companies since September 1, 1998, the opening of the
1998/99 cotton marketing season.

3 Agriculturd Land and Water Resource Investments, Utilization and Sustainability

The GOE accomplished dl of its objectives in these benchmarks (C1-C8) and exceeded two of them
(C3and CYH). Irrigation efficiency and effectiveness are likely to be subgtantialy improved when these
new policiesareimplemented nation-wide. Theactivitiesin thistranche providethe necessary foundation
toimprovewater management: by using flow rather than volume measurements, through new policiesfor
free-flowing groundwater in reclamed desert areas, through participation of farmers in water user
associdions at the branch cand leve, with support from MPWWR through an indtitutiondized IAS, and
with more usesble irrigation weater through intermediate drainage reuse.

The MPWWR and MALR deserve specid mention for their cooperation at severa leves in
implementing the pilot activities to save water in the cultivation of both rice (through the use of short-
season varieties and coordinated water management) and sugarcane (through the use of gated pipesand
laser leveling). These activities are the forerunners to the upcoming further cooperdtion in water
management by matching water supplies and demands in the new era of farmer choice of cropping
pattern. The MPWWR dso took mgjor steps in addressing water quality issues by drafting important
revisonsto Law 48 of 1982.

10



D. Agricultural Sector Support Services

The GOE accomplished three benchmarks for formulating new policies in the aress of: support of
commodity export associations and organizations (D2); wastewater reuse (D3); and pesticide
registration (D7). The Governmert’s new approach to supporting trade associationsis one
key step in helping Egypt achieve its export goals. The new policy in wastewater reuse will
make it possible to use treated wastewater to produce useful nonfood commaodities. The
policieson pesticider egistration are consistent with the Gover nment’sremainingcritical role
in providing regulation and inspection in matter spertaining to health and safety, whileallowing
the private sector to provide goods and services.

The Government made substantia progress in the following aress: establishing a policy and providing
model contractsfor contract farming (D1); establishing regulations that are congstent with international

norms to protect plant breeders rights (D4); and establishing a policy to sypport private sector
resear ch and extension (D8).

The People’ sAssembly did not enact the draft seed law of 1997 (D5). The Government did not succeed
in establishing a new poalicy for private holders of remote reclaimed land to import and test varieties d
Hirsutum Cotton (D6).

5 Food Security and Poverty Alleviation
The Government is proceeding well with revising the criteriafor holding aration card; the one benchmark

in this area was accomplished. These steps will ultimately lower the cost of the food subsdy program
and target its benefits better to the needy.

11



SUMMARY OF ACCOMPLISHMENT

Benchmark

A. PricesMarketsand Trade:
Al. Refrigerated containers
The GOE will adopt and implement simplified

procedures to facilitate entry of refrigerated containers
(reefers) for usein exportsof fruitsand vegetables.

Leved of Accomplishment

Exceeded

Aocom -
plished

Partial

No
Progress

A2. Cotton Yarn Exports

The GOE will ensurethat private exportersof cotton
yarn areallowed toexport at freely negotiated prices.

A3. Fredy Negotiated Cotton Prices

The GOE will take further stepstoward a competitive
freemarket for cotton to ensurethat private sector
tradersareableto buy and sdll seed cotton.

A4. Import Tariff on Rice

The GOE will promote market efficiency by reducing
theimport tariff on riceto a maximum of 10% by June
30, 1999.

A5. Phytosanitary Regulationsfor Cotton List
Imports

The GOE will issue new regulationsthat specify the
criteriafor aregion to beallowed to export cotton lint to
Egypt. Thecriteriawill be based on acceptable
phytosanitary risk.

B. Private Investment and Privatization
B1. Inventory Disposal *

TheTextile Holding Companieswill allow their
Affiliated Companies (AC’s) to valuate and sell
obsolete, stagnant and dowmoving excessinventory at
mar ket valuesin preparation for privatization.

B2. Privatize Three Spgnning & Weaving AC's




Benchmark

Level of Accomplishment

Exceeded

Accom-
plished

Partial

No
Progress

TheTextileHolding Companieswill privatize at least
three spinning and weaving affiliated textile companies.

B3. New Private Sector Jobs

The GOE will take measurestoimprovethe enabling
environment for privateinvestment in the cotton textile
sector so asto ensurethat at least two thousand new
private sector jobsare created by private enterprises
engaged in cotton ginning and spinning.

B4. Rice Mill Privatization

The GOE will privatize one pubic sector rice-milling
company or amgjority of theindividual units(rice
mills) thereof. (Thisisacarryover of the unmet portion
of Tranchell Benchmark B.4)

B5. Joint Venture Privatization

The GOE will privatizeat least 15joint venture
agribusiness companies by June 30, 1999.

B6. Leasing and Management Contract Guidelines
The GOE will publish leasing and management

contract guiddlinesto regulate the privatization of
public textile companies.

B7. Privatization of Agricultural Affiliated Companies

The Agricultural Development Holding Company will
privatizeat least three agricultural affiliated companies
by June 30, 1999.

C. Agricultural Land and Water Resour ce | nvestments,
Utilization and Sustainability

C1. NileWater Flow Measur ement

GOE (MPWWR) will implement paliciesand
proceduresto shift from distributing Nile River water

13




Benchmark

Level of Accomplishment

Exceeded

Accom-
plished

Partial

No
Progress

based on water levelsto digributing water based on
water volumes using the Main System M anagement
Telemetry System at main canal intakes, barrageson
the Nile River and division points between Director ates
for enhanced irrigation operations and decison making.

C2. Groundwater

The GOE (MPWWR) will adopt policiesand procedures
for reducing water lossand land degradation dueto
improper operation and management of freeflowing
groundwater in thereclaimed areasof the Western
Desert.

C3. Branch Canal Water User Organizations

The GOE (MPWWR) will decreea policy and initiate
an action program for formation of water user
organizationsat thedigributary and branch canal
levels.

C4. Irrigation Advisory and Support Service

The GOE (MPWWR) will ingtitutionalizean Irrigation
Advisory and Support Servicein the MPWWR.

C5. Sugar CaneWater Use Policies

GOE (MPWWR and MALR jointly) will designate two
areasof private commercial sugar cane growersand
promoteimproved water management efficiency in

Upper Egypt.

C6. RiceWater Use Palicies

TheGOE (MPWWR and MALR jointly) will adopt
policiesfor the substitution of short duration rice
varigtiesfor long duration rice varietiesamong private
commercial growersand for changing water scheduling
to achieve optimal use of water for rice production.

C7. Intermediate Drainage Water Reuse

14




Benchmark

Level of Accomplishment

Exceeded

Accom-
plished

Partial

No
Progress

The GOE (MPWWR) will establish an intermediate
drainage water reuse program for the Bahr Bagar
Drain asamodd for other areas.

C8. Law 48 on Water Quality

The GOE (MPWWR) will revise L aw 48 of 1982
governing water quality management to more
effectively control dischar ge of wastesand wastewater
into the Nile and its water ways.

X

D. Agricultural Sector Support Services
D1. Contract Farming
The GOE will adopt and implement a policy for

contract farming to protect both farmersand contracting
firms.

D2. Commodity Export Associationsand Organization

The GOE (MoTS) will reviseitspolicy towork with
privatetradeand industry associationsin addition to
privatefirms. Thiswill channel GOE support and
information to private trade or commodity associations
and organizationsto promote Egyptian exports.

D3. Wastewater Reuse

The GOE will establish apolicy toallow the
owner/operators of private Build, Operate and Transfer
(BOT) wastewater treatment plants adequate
quantitiesof land for cultivation of long term crops.

D4. Plant Breeders Rights

The GOE will issue: 1) regulationsand procedureson
Plant Breeders Rightsin accord with therelevant
Uniform Performance of Variety (UPOV) convention;
and 2) regulationsfor exclusvereease of new seed
varietiesand inbred linesto private companies and

15




Benchmark

Level of Accomplishment

Exceeded

Accom-
plished

Partial

No
Progress

cooper atives. Theseregulationswill includea
competitive bidding process with safeguardsto ensure
that onefirm cannot gain accessto a lar ge per centage of
new seed varieties.

D5. Draft Seed Law of 1997 Enactment
The People’ s Assembly will enact the draft Seed L aw of

1997. (Thisisacarryover of theunmet portion of
Tranchell Benchmark C.3)

D6. Hirsutum Cotton

The GOE will allow private sector companieswhich
haveremotereclaimed land to import Hirsutum cotton
varietiesfor testing in those lands, pending evaluation
of current trialsby the Cotton Research Ingtitute, ARC.

D7. Pegticideand Pesticide Company Licensing

The GOE will revise and reissue open and transpar ent
regulationsto register pesticides and will issue
regulationsto license pesticide companies and
applicators. Thisbenchmar k will be completed by June
30, 2000. Verification indicators are set for June 30,
1999.

D8. Support of Private Sector Research and Extension

TheMALR will implement a phased plan for support
and/or transfer of specified research and extension
activitiesto the private sector. The plan will include at
least:

a) Specification of theresearch and extension functions
which the public sector will enablethe private sector to
providein one pilot gover norate.

b) Adminigrative and management structuresand
rulestoensureMALR inspection, certification,
licensing and quality control for servicesand

information offered by the private sector.

16




Level of Accomplishment

Benchmark Accom - No
Exceeded | plished Partial Progress
E. Food Security And Poverty Alleviation
E.1 Ration-Card Holders System
The GOE (MoTS) will revisethecriteriaand X
procedures of sdecting ration card holdersin order to
tar get the existing ration system to needy people.
TOTALS 3 15 8 2

* The MVE Unit has not been able to obtain the required data to verify this benchmark.

17




A. PRICES, MARKETSAND TRADE
Policy Benchmark
Al. Refrigerated Containers

The GOE will adopt and implement smplified proceduresto facilitate entry of refrigerated
containers (reefers) for usein exports of fruitsand vegetables.

Verification Indicator (s)

Al1l.1 TheGOE will publish proceduresthrough appropriate channelsthat enable and inform
exportersof fruitsand vegetablesto bring refrigerated containerson a duty freebasisup to
their farms, factoriesor packing shedsfor direct loading and export.

Method

TheMVE unit hired alocal consultant, Dr. Effat Abd El-Hamid, to carry out the verification of
this benchmark jointly with the MVE team. She conducted an informal limited survey of
horticultural crop exporters. A list of the exporters names, size and type of activity is
available in the annex. The population of exporterswas classfied into three groups-large,
medium and small exporters-and a small sample of 10 companiesand per sons was selected
and interviewed. Policy makers were also interviewed. In addition, the consultant
participated in arelated workshop (details below).

A set of questionswas prepared to beused in theinterviews. In addition to the awar eness of
the exporter of the smplified procedures, the questions cover ed the areas of employment,
training, coolers, transportation problems, refrigerated transportation, exporting products,
sour ces of information, and gover nment proceduresin the export process.

The main objectives of this survey were:

To understand therole of the Government in simplifying export procedures

To know the degree of exporters awar eness of new laws and procedures

To discover therole of NGOsand gover nment agenciesin disseminating infor mation
toexporters

To provide other suggestionsfor enhancing exports

Analysis and findings

Background and Legal Framework. In spite of the opportunities offered by the GATT

agreement allowing liberalizing inter national trade, Egyptian exportshave not benefitted. The
competitiveness of Egyptian goods and servicesislessthan that of developed countriesand
some developing countries.




Prior to Law 1 of 1998, a customs deposit had to be paid for each container (empty or full)
leaving the sea port. These deposit payments were refunded when the containers were
returned under the duty draw-back procedure, but the process was time-consuming and

cumbersome. As aresult, many, if not most, imported containers were unloaded in the port
and wer eexported empty. Thisproblem wasparticularly acutefor refriger ated container sthat
arecritical to support the GOE goal of expanding exports.

Law 1 of 1998 now allows private trucking companies (or shipping lines) to establish bank
guarantees to cover the customs duty deposit. Customs agents now monitor container

numbers leaving the port against the bank guarantees, with no cash transactions required

unlessthe container doesnot return tothe port. The state-owned agenciesdid not offer this
service (bank guarantee) for their export customers, and unofficial private agents (who
provided many of the services that the state-owned agencies would not provide) lacked the
legal statureto obtain bank guarantees. Law 1 revised Law 12 of 1964, which created state
monopolies for port services. Law 1 has opened the door for private investment in port

terminalsand private provision of port services. It allowsprivate companiesto get licenses
for owning vehicles, stevedoring, shipping agency services for foreign vessels, performing
container handling activities, and building warehouses and dry docks in ports. Relevant

decreesin Law 1 of 1998 issued by the M TS cover the following:

Decree 30 cover sthe conditionsand contr olsgover ning licensing of private companies,
among other things, as shipping agents, as owners and operators of storage and
war ehouse activities, and as owners and oper ator s of container handling facilities.

Decree 31 covers the fees charged for licenses for bulk goods (LE 1 per ton) and
containers (LE 20 per container).

Copies of these decrees are available in the annex.

Workshop on Trangport and Logistical Constraints. MALR and MTS have both been
concerned with export issues. In this regard, ATUT, DEPRA, and APRP organized an
important workshop,” The Main Condgraints of Transporting and Handling Egyptian
Horticulture Crops’, which was held at Mena House Hotel on May 18, 1999. The Deputy
Minister of theMTS, Mr. Ayman Abded Ghaffar, opened the one-day wor kshop.

Richard Magniani of RDI/APRP noted that Law 1 of 1998 set the stage for mor e competitive
shipping. He highlighted the problem of refrigerated containers, and mentioned that a bank
guar anteeto customsnow allowsan importer or exporter totakearefriger ated container from

aport upcountry for ddivery or loading of produce.

Maurice Thome of DEPRA outlined the main findings of a soon-to-be-completed DEPRA
study on compar ative transport costs and problems in Eastern Mediterranean countries.
Egyptian rates for both sea and air freight are on the middle to lower end compared to
competitors. Landing and airport handling charges are smilar. Egypt has high " apron”
char ges, which refersto freight handling. Furthermore, thecold chain isinadequatein Egypt
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St elative to regional competitors. Containerstake 2-3 daysto clear the port for exports, but
%heytakeS -20 daysfor imports.

Kely Harrison gavethe ATUT presentation. Within 10years, heanticipatesthat Egypt could
gexport about $90 million worth of fresh horticultural products (outside of the traditional

hiswould approach (and in afew peak winter monthsexceed) 100,000 mt/month. Investment
|will be required (in new lands production, post-harvest handling, cold chain) to makethisa
eality, but Harrison arguesthat these levels of exportsare coming. These produce exports
(of strawberries, melons green.‘cEeans etc) will meet EU standards for quality, value for

j:’t' ransit temperatures must be héiél constant from field to market. Breaksin the cold chain,

:Bwhich currently occur at the Cairg and Alexandria | nternational airports, must ceasefor Egypt
8o meet EU quality standards. EE consumer swill not takewilted, degraded producethat has
foeen handled roughly or left on Bot tarmac runways (outside of the cold chain) in the export
‘Wrocess. As Harrison said, theZcold chain isonly as strong asitsweakest link." Produce
Fneeds to make it from field to aggcraft in 12-24 hours and from field to sea vessd in 2472
|hoursto prevent deterioration ahd loss of mwk%value g

Theworkshop group reportsweweln %‘ueral agr@ment WltEthe congtraintslist provided by
@APRP. A few disagreements vRHe offered by gme publgz sector officials, who tried to
Mminimizetheextent of theproble@scauaad bythemspectlon rﬁooess particularly onimported
Bfoodstuffs in refrigerated contaifiers. ‘1'30| nts of cﬁisagreememt—gocuwd on the availability of
W ecfer contalmer sand gener ator'setsalggj theexte@ of dlfflcﬁfft&sassouated with certificates
ggof origin for gmported goods.
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Poalicy Benchmark

A2. TheGOE will ensurethat private exportersof cotton yarn areallowed to export at fregy
negotiated prices.

Verification Indicator (s)

A2.1 The GOE ensures that neither Textile Consolidation Fund (TCF) nor any other
organization restrictsprivate sector yarn exportsof any count on thebasisof minimum export
prices.

A2.2 Private sector operatorsconfirm that A.2.1. isin fact the case.

Method

MVE interviewed the Chairman of the Textile Consolidation Fund, two Holding Company
chairmen, directorsof several public sector spinning companies, and numer ous manager s of
private sector spinning companies. Under the leadership of Dr. Ade Mostafa, MVE
conducted aformal survey of 29 private sector spinning companies. APRP/RDI also provided
useful interview notes and observations.

Analysis and findings

The Commercial Committee of the Textile Consolidation Fund (TCF) continued to set
minimum export pricesfor different types of cotton and blended yarn in 1998/99. Theyarn
price table for the period December 7, 1998 through June 30, 1999 appears in the annex.
Nevertheless, the current situation, as of June 1999, is that minimum export prices are
neither enforced nor enforceable.

The MVE Unit has described in detail the process by which TCF sets and tries to enforce
minimum yarn export pricesin earlier Verification reports (see pp. 39-41, Benchmark [.A .4
write-up in the Tranche | Verification Report, July 1997 and pp. 12-15, | .A.4 write-up in the
second Tranche | Verification Report, March 1998). This process remains unchanged,

although it has been undercut somewhat by price chisding in a hyper-competitive world

market. Public spinning companiesthat export arerequired torespect TCF sminimum export
prices. Thesepricesarearrived at by textile industry consensus through the Commer cial

Committee of TCF, under the leader ship of a holding company chairman. Thiscommitteeis
gtill dominated by public or former public sector representatives— chairmen of large, export -
oriented spinning companiesthat remain public or have been privatized relatively recently.
The members of this Committee appear in theannex. TCF approvesyarn exportsat prices
equal to or above the minimum export prices, particularly to high-income markets with

quotas.

Asof February 1999, however, the system of minimum export priceswas br eaking down under
thepressuresof fier ceinter national competition in European and other markets, lar gely from



Asian countries that have devalued their currencies, and because of the continued poor
financial stuation of many public sector spinning companies. Beforethe Asan financial crisis
began in late summer 1997, Asan spinners had already established a competitive cost
advantage in world markets vis-a-vis Egypt, a less efficient and higher cost producer. The
currency devaluations of the East Asian countries strengthened this cost advantage, while
Egypt has maintained an informal peg to the U.S. dallar, the currency in which most of its
foreign exchange reserves are denominated.* Egyptian yarn exports dwindled to very low
levelsin 1998-99, particularly to Western Europe, wher e quotas have gone largely unfilled.

By May 1999, it was reported that the syssem had collapsed and that both public and private
spinners (including the privatized and joint investment ones) were no longer respecting the
minimum export prices. Spinning companieswer emaintaining the pretensethat they exported
at pricesno lower than the TCF minimum prices, but thereisadmission of chiseing. Export
paperwor k continuesto appear asif spinning companiescomply with theminimum prices. The
collapse of the minimum yarn pricesis privately conceded by industry insider s, though not
admitted by TCF officialsor most public or private spinners, except in personal interviews.

Thus de facto pricing freedom represents both an opportunity and a risk. There is an
opportunity to increase yarn export volume (within the framework of quotas established for
the EU and US markets and unimpeded to other countries), aswell asan increasing risk of
triggering anti-dumping penaltiesin those markets.

TheRisk of Triggering Anti-Dumping Penaltiesin Foreign Markets. The breakdown of the
system of minimum export prices poses very definiterisks, however, in that Egyptian spinners
risk facing anti-dumping penalties, particularly by EU countries. Thisthreat wasvery clearly
illustrated when TCF and the Commer cial Committeeattempted toreduceyarn pricesin April
1999 by 7 percent to the EU and 3 percent to the U.S. The French Association of Textile
Manufacturersresponded in aletter to TCF that the discount represented unfair competition
and that the Association would take the matter to the EU Commission so that the EU could
lodge a formal dumping charge against Egypt. Thisthreat led TCF to reverseitsdf on the
pricediscount to EU markets. Notein thisparticular casethat the EU would have char ged the
entire Egyptian spinningindustry with dumping—not a specific company or set of companies.
Asof mid-June 1999, however, it appear ed that theoriginally proposed discountsin minimum
yarn pricestothe EU marketswill beimplemented, following consultationsbetween Egyptian

! Notethat the Egyptian pound has come under successive waves of pressure to devaluefrom late 1998
onward. Egypt hasrun acurrent account deficit during the past two years, and imports are at record levels,
while export revenues have languished. The Central Bank of Egypt (CBE) has reportedly spent nearly two
billion dollarstrying to defend the pound and now apparently limits dollar access by requiring importersto have
100% of the foreign currency in hand before allowing letters of credit to beissued.



and EU officialsin Brussel. An Egyptian delegation to Brussels convinced EU officials to
permit the yarn price cuts, arguing that euro depreciation had made Egyptian exports to
Europe mor e expensive than they had been earlier in 1999.

In general, anti-dumping dutiesar elevied againgt individual companiesaccused of predatory
pricing practices. Theimporting country hasto establish, using atransparent and agreed upon
method, that a particular company is dumping. As gated in the WTO Agreement on
Implementation of Article VI of the GATT, 1994, the relevant authoritiesin the importing
country “shall name the supplier or suppliers of the product concerned.” This WTO
Agreement goeson to state:

“If, however, several suppliersfrom the same country areinvolved, and it is
impracticable to name all these suppliers, the authorities may name the
supplying country concer ned. If several suppliersfrom morethan onecountry
areinvolved, the authorities may nameall the suppliersinvolved, or, if thisis
impracticable, all the supplying countriesinvolved.”

Hence, thereis some ambiguity in the GATT/WTO language, suggesting that an importing
country can, in certain circumstances, cite an entire industry of an exporting country in a
dumping case, rather than namea particular company or companies. Filingdumping charges
againgt the entire Egyptian spinning industry, which is dominated by large public sector
companies, recently privatized companies that behave in many ways like public sector
companies, and joint investment companies that are largely publicly owned, appears to be
legitimate under WTO rules. EU trade negotiators made this very point at a meeting with
representativesof the Egyptian textileindustry in Brusselsin early June. Although the GOE
and Egyptian textileindustry do not accept thisinter pretation, it isthe operativeonein theEU
countries at the moment.

The French textileindustry’sthreat to TCF of April 1999 needsto be taken serioudy and
could well befollowed by complaintsof other EU or USindustry groups. Although the GATT,
Uruguay Round led to an agreement to lower protection on most product groups, trade in
textileproductsremainsasensitiveareaand protectionist interestsarepolitically power ful in
the mgjor EU markets and in the U.S. Long periods of gradual tariff reductions and dow
removal of other textiletradebarrierswill reduceindustry didocationsin high-income country
markets, but spinning industries in those countries will definitely be hurt and will seek to
protect themsalves within the framework of the GATT/WTO. The TCF and its Commer cial
Committee rightfully anticipate troubled water s ahead—i.e., theincidence of levying of anti-
dumping penalties on Egyptian yarn (and fabric) exports may well rise.

APRP wuld provide TCF and the Egyptian textile industry a valuable service by studying
WTO rulesregarding dumping, what trigger santi-dumping penaltiesin theEU and U.S, and in
what cases a country’s entire industry can be accused of having competed unfairly. An
international tradeand WTO/GATT expert could providetechnical guidanceto TCF and the
spinning industry on how to analyze product pricing and dumping issues, how to defend the



Egyptian industry against changes of dumping, and how to avoid blanket accusations of
dumping and imposition of penaltiesagaing all textile exportsof the Egyptian textileindustry.

Are TCF Minimum Export Prices Binding? Egyptian public sector spinners are under
administrative pressureto adhereto TCF minimum export prices, whiletheir generally poor
financial picture, largeand increasing inventoriesof yarn, mounting debts, and high operating
costs(including payment of redundant labor) compel them to cut export prices. Notethat most
public sector spinnersareoperatingwell below capacity, which raisesproduction costsper mt
of yarn. In contrast to the public spinners, the emerging private sector spinningindustry was
recently created through new investments in properly scaled production units. These firms
have no legacy of heavy debts, redundant labor, large inventories of textile products, or
mismanagement. Furthermore, most of the new spinners are located in tax-free industrial
zones or ports, which provides an additional cost advantage. The new private spinners can
spin cotton yarn and export it profitably for lower pricesthan the public sector companiesand
the privatized or joint investment companies that are managed by former public sector
managers.

MVE learned through interviews with textile firms and investigations with the ETMF that
there has been significant recent investment by private spinners. Tolearn more about these
firms, MVE conducted aformal survey of nearly 30 private sector spinnersin May 1999 that
revealed a broad spectrum of firmsfrom recently privatized spinning companies (Alexandria
and Uniarab Spinning and Weaving) and joint investment companies (Miratex, Amriya) and
new private companies that spin a wide range of yarn counts to small niche companies that
spin wasteintolow count yarn. The private spinning companies, other than thelar gest, public
sector-like ones, do not generally observe the minimum export prices. |If charged with
dumping by importing countries, these companies could conceivably demonstrate that their
production osts are low, their investment costs are moder ate (where plants are properly
scaled to output), and their export pricesallow for profits, despite being lower than those of
the state and state-like lar ge companies.

Hence, the private sector spinning companies confirmthat TCF minimum yarn pricesdo not
constrain or restrict their yarn exports (verification indicator A2.2). MVE considers that the
system of minimum yarn export prices has been tacitly abandoned and no longer restricts
private sector exporters.

GOE Ensures that No Organization Restricts Yarn Exports. Whether or not “the GOE
ensuresthat neither TCF nor any other organization restricts private sector yarn exports of
any count on thebasisof minimum export prices’ (verificationindicator A21) ismoredifficult
todetermine. First, TCF isan autonomous agency that receives no budgetary support from
the GOE and only loosdly falls under the tutelage of the Ministry of Industry. Second, the
Commercial Committee of TCF that sets the minimum export pricesis not a gover nmental
body or agency, although its most influential members and indeed the vast majority of its
member srun public sector spinning companiesor holding companies, or work for gover nment



agencies®. Third, beyond thenominal oversight of TCF provided by theMinistry of Industry,
it isnot clear which other ministriesinfluenceyarn export prices. Sincethepublic sector HCs
and ACsfall within the Ministry of Public Enterprise, MPE should exer cise influence over

TCF. MTSmay alsoinfluenceyarn export prices, sncetradeisitsdomain and since export
promotion isan important part of itsmandateunder Minister Goweli. Theresponsbleagency
should have been established before the benchmark was written and approved.®
Nevertheless, the fact that no GOE agency has stepped in to enforce minimum yarn export
prices strictly (and to penalize non-compliance) is positive for Egyptian spinners.

Accomplishment:

Benchmark accomplished. The system of minimum yarn export prices has broken down;
some public and most private spinning companies have been exporting yarn to foreign
markets at prices below the TCF-enforced ones. While the GOE has taken no particular
action to ensure more competitive pricing, it has not stepped in to prevent the practice of
exporting at pricesbelow TCF levels. Clearly, the GOE hasthe power to order enforcement
or non-enforcement of TCF minimum prices. The fact that the GOE has done nothing to
restrict exports at prices below TCF levels, despite Egyptian spinners reduction of export
prices in response to increased international competition leading to lower pricesin world
markets, shows that it at least tacitly accepts yarn exports at prices below TCF minimum
levels.

2The TCF commercia committee has 22 members, of which only two are private textile companies: Alexandria
and Unirab, Spinning and Weaving companies.

3 Thisbenchmark isi ncomplete, becauseit failsto identify which GOE agency is supposed to prevent TCF from
Setting minimum export prices that might restrict private sector spinning indudry exports of yarn.



Policy Benchmark

A3. The GOE will take further stepstoward a competitive free market for cotton to ensure
that private sector tradersare ableto buy and sell seed cotton.

Verification Indicator (S)

A3.1 The GOE will not announce a guaranteed price for seed cotton that restricts private
sector participation in cotton marketing beginning with the 1998/99 mar keting season.

A3.2 The GOE will provide evidence that private sector traders are able to buy and sl
cotton.

Method

MVE conducted a survey under the supervision of Dr. Adel M astafa with the assistance of
Dr. Said Saleh, Dr. Ezz Abdel Kader, Dr. Boaraie Ahmed, Dr. Samir Arram and Mr.
M ohamed Attwa of 74 seed cotton trader sin five cotton trading gover noratesin November-
December 1998. Under the supervision of Dr. Morsy Fawzy, M VE consultants M ohamed
Hassan Heikal, Mahmoud Alaa Abdel Aziz, Mostafa Sayed El Gohary also worked closely
with GTZ/CSPP and MAL R/CAAE in conducting asurvey of 520 cotton producers marketing
of seed cotton in 1998/99. Dr. John Holtzman helped to design the questionnairesfor both
trader and farmer surveys. With assistance from Sherif Fayyad, he also analyzed thetrader
survey data. Theseformal surveyswere complemented by numerousinterviews with GOE
and ALCOTEXA officials, private and public sector traders and ginners, and other key
informants at different points in time during the 1998/99 cotton marketing season. MVE
worked closdy with GTZ/CSPP when GTZ consultant Ron Krenz was doing the study
Liberalization of Cotton Marketing in Egypt: The Situation in the 1998/99 Season. The
MVE/CSPP report The Quality and Grading of Egyptian Cotton and the M VE unit’ sCotton
Subsector Baseline also contributed to MVE’s ongoing monitoring and evaluation of cotton
marketing reform in Egypt.

Analysis and findings

The GOE Refrains from Announcing Seed Cotton Pricesin 1998. The Government did not
announce floor prices for seed cotton before the 1998/99 season, which represented a
significant step forward. The lack of an announcement at or before planting, however, also
left far mer suncertain about what thenew policy was. The Gover nment also discontinued the
deficiency payment program, which had limited private sector participation in 1997/98. This
was because producer floor prices had been set above world market prices (adjusting the
producer seed cotton price for marketing and ginning costs and out-turn to arrive at lint
equivalent prices). The three private companiesthat participated in seed cotton buying in
1997/98 incurred losses and subsequent arrearson bank loansequal to the magnitude of the
deficiency payments (differ ence between the seed cotton purchase priceand theexport price




for lint cotton) plus accrued interest. The arrears and interest were forgiven in the late
summer of 1998, allowing these companies to obtain loans for the 1998/99 season.*

Joint Ministerial Decree No. 1048 of 1998 Sets the Framework for the 1998/99 Cotton

Marketing Season. On Augugt 10, 1998, Ministers Wally, Goweli and Ebeid issued a joint
Ministerial Decree (No. 1048 of 1998) concer ning theoptional system of domestic marketing
of cotton in 1998/99. The full text of this decree appears in the annex. This decree
established seed cotton salesrings, operated by PBDAC, to serve as pointswhere farmers
could sell to buyers,either publicor privatetrading (or ginning) companies, at pricesbased on
ALCOTEXA export prices. Thedecreenoted that CAT GO and the Cotton and I nter national
Trade Holding Company (CIT-HC) would prepare detailed price tables based on the
ALCOTEXA export pricesand announcethe seed cotton pricesat thesalesrings. Thedecree
also stated that producerswer e allowed to sell their seed cotton freely to the highest bidder

(and, by implication, outside the salesrings).

* The Prime Minister issued the three companies and their banks aletter that guarantees GOE repayment of their
debt.
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GOE Links Seed Cotton Pricesto ALCOTEXA Export Prices. Prices offered at the sales
ringsfor seed cotton, wher ethe Gover nment remained the buyer of last resort, weredirectly
linked totheexport pricesannounced at thebeginning of themar keting season, in late August
1998, by ALCOTEXA.”> ALCOTEXA® did not changeany of itslint cotton export pricesuntil
theend of December 1998, at which point over 90 per cent of Egypt’ sexport commitmentshad
been made. Hence, pricesoffered at the PBDAC-run salesringsremained fixed for virtually
the entire seed cotton buying season following the 1998 cotton harvest.

®> TheCIT-HC and CATGO collaborated to produce detailed tables of seed cotton prices by grade and ginning
out-turn ratio that were applied by buyersat PBDAC salesrings. These pricesweretied to ALCOTEXA export
prices. Although buyers of seed cotton outside salesrings did not have to apply the pricetables, they did serve
asaguiddinefor many buyers.

® ALCOTEXA isnot aGOE entity; itisan exporters’ union with both private and public sector members. In
fact, private sector members (14) outnumber public sector members (9). ALCOTEXA'sviewsdo not
necessarily reflect those of the GOE. Nevertheless, its Management Committeeisled by chairmen of public
sector cotton trading companies, aswell ascomprised of other public sector voting membersand avery
influentia, though non-voting, MTS official.
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Most observersnotethat ALCOTEXA did a better job in setting 1998/99 opening pricesfor
Egyptian cotton lint exportsthat reflected world market conditions, with the exception of ELS
varieties, than it did at the beginning of the previous two seasons. ALCOTEXA did not
changetheopening pricesfor thelong staplevarietiesGizas 75, 85, 86 and 89 until December
13, 1998, at which point it raised them by two cents per Ib. As of December 27, 1998,
ALCOTEXA lowered the minimum exportable grade for the EL Svarieties Gizas 70, 76, 77,
and 88 (and L Svariety Giza 87) from Good + _to Good + ¥ and also lowered the price per
grade. Thiseffectively lowered EL Sexport prices4-6 centd/lb. for thesevarieties. Asof May
16, 1999, prices for lower grades of Giza 70 (below the grade of Good/Fully Good) were
lower ed afurther 1.5-5 cents/Ib. 2 which isanticipated to help move someof thelar gestocksof
thisimportant ELSvariety.

CATGO and the CIT-HC derived seed cotton purchase prices, which were applied by both

public trading and ginning companies and private buyersat the PBDAC salesrings, from the
opening ALCOTEXA export pricesduring the 1998/99 mar keting season. Thesetableswere
developed for each variety, and the pricediffer ential between gradeswasfixed at L E 6/grade
for each variety, regardlessof thevarieties relativevaluein theworld market. Thepricesin

the CATGO/CIT-HC tables reflected a fixed marketing margin of LE 55 per seed cotton

kentar and varied by ginning out-turn ratio, which varied by cotton variety, by week and by lot

(with CATGO doing the grading).

In November 1998, MVE conducted a formal survey of 74 seed cotton traders, of whom 31
were registered and 43 non-registered. Sixty-seven of these sample traders bought seed
cotton in 1998/99, and 66 responded to most questions. Thiswascomplemented by structured
informal interviewswith the major public and privatetrading and ginning companies. Fifty-
three of 66 traders (80%), surveyed by MVE, referred to the “price tables’ prepared by
CATGO and CIT-HC. In referring to these price tables, only 9 traders followed them
ver batim, while among trader swho used thetables as a guideline, 48 (73%) pay lessand 19
respondents (29%) pay morethan the priceslisted in thetable? When asked whether they
negotiate prices with seed cotton sellers, the vast majority of sample traders (63 or 66)

" Giza70, the flagship of Egyptian EL S exports during the 1990s, has sold poorly in world markets for much of
1998/99, becauseits opening pricewas set at ahigh level at the beginning of the season and not lowered until
January 1999, at which point many fine-count foreign spinners and importers had aready made their
commitmentsto buy much of their cotton lint elsewhere. There were very high Giza 70 carryover stocksasof 1
September 1998 (760,000 metric kentars according to ALCOTEXA's April 1999 Egyptian Cotton Gazette and
908,651 kentars according to Alcotan as of February 1999), which will likely remain high with the large 1998 crop
and mediocre export sales (12,118 mt as of 26 June 1999) of the current marketing season. ALCOTEXA projects
carryover of 1.2 million kentars of Giza 70 as of 31 August 1999.

8 The pricefor the minimum exportable grade of Giza 70, Good + ¥4, was reduced 5 cents/lb. Since nearly all
exports are made at the minimum exportable grade, thisisthe most relevant price reduction by ALCOTEXA.

® Thedi saggregated figures do not add up to 53 traders, because some of the traderswho usethe tablesasa
guideline both pay more and less than the amount listed for a particular cotton variety and gradein the prices
table, depending on the market context.



reported that they did. Furthermore, 61 of these 66 respondents reported that some sellers
refused to accept their offer prices and that they were unable to buy any seed cotton from

thosesellers. Theseeming paradox of most sampletrader sreporting negotiation over prices
while nearly asmany say they usethe pricestablesat least asa guidelinefor making offersto
sellersis evidence that the Egyptian seed cotton market isin a transitional period during
which eementsof the old command economy and the new liber alized economy ar ejuxtaposed.

Although most sampletradersreferred to the GOE pricetables, 53 of 66 trader swho bought
seed cotton in 1998/99 did not follow the pricediffer entialsbetween gradesclosely.'® In other
words, these privatetradersfelt freeto pay alarger premium for a higher grade, relativeto
the base grade of Good + ¥4, as well as a deeper discount for a lower grade of seed cotton.
Furthermore, 40 of 66 traders (64%) concentrated on buying the better grades, while 26
respondents bought all grades of seed cotton (there were four nonresponderts). These
developmentsarefurther evidence of an emerging free market system for seed cotton.

The public sector cotton trading and ginning companies, which bought 76.9 percent of their

seed cotton at salesringsrun by PBDAC, wereinstructed by the cotton holding companiesto
apply thepricetablesin purchasing all of their seed cotton, which amounted to 71.8 per cent of
thecrop. Asin 1997/98, each of the 892 salesringsrun by PBDAC had only onebuyer. The
eight private companiesthat bought seed cotton at PBDAC-run salesrings, which totaled 11.3
percent of the crop, also applied the price tables. Note that private companies made 40.0
per cent of their purchases (451,612 of 1,127,843 seed cotton kentars) at PBDAC salesrings.

Increased Private Sector Participation in Seed Cotton Buying. Despite continued de facto
fixed pricing at the PBDAC-run salesrings, private trader participation was significantly
higher thisyear than last year, asthe M VE verification survey showed. In addition tothe 74
samplecotton buyers, MVE identified another 28trader soperating in three of thefivesample
gover norates — Beheira (3), Menoufia (12), and Beni-Suef (13). In interviews with large
private trader/exporters, the company managers guesstimated that ther e were hundreds of
seed cotton buyersbased in cotton-producing gover nor ates.

CIT HC data show that ten private trading companies delivered 28.1 percent of the seed
cotton crop in 1998/99 to the gins, a vast improvement over 1997/98, when only three
companies delivered a modest 6.5 percent of the crop.™  Table A3-1 shows seed cotton
deliveriesto ginsby both public and private companies, by sour ce of supply. Theten principal
private traders obtained 51.0 percent of their seed cotton at PBDAC run salesrings, 16.3

 Note that only 700 seed cotton kentars of 193,732 kentars that sample traders reported buying were purchased
a PBDAC-run sdesringsin 1998/99. Thisdiscussion concernstrader purchasesoutsde PBDAC ringsin
villagesand at trader-run rings (see Table A3-2).

" Notethat one private trading company, EMIPAC, only bought seed cotton to obtain certified seed and had
the exclusiveright to thelint cotton from this (certified) seed cotton.
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per cent from cooper atives, 16.9 per cent through tradersand brokers, and 4.4 percent at the
gins.

MVE" also discovered that the number of officially registered cotton traders had declined
over the past two years through cancellations by traders who most likely had been
discour aged by limited private sector participation in 1996/97 and 1997/98 and who no longer
planned on buying seed cotton. Asof January 1999, 138 of the 197 register ed trader swho had
registered from 1994 through 1998 wer e ill registered, while 59 trader shad canceled their
registrations* Note that 29 registered traders were public companies and 15 were
cooperatives. The 94 remaining private traders or trading companies (60 companies, 34
individuals) comprised 68.1 percent of thetotal 138registered tradersin January 1999. This
represented a 21 per cent declinefrom the 119 registered privatetradersin April 1997, when
private traders comprised 73.5 percent of thetotal of 162 registered traders.

2 MVE obtained the data about trader registrations from the CIT-HC. R. Krenz obtained these datafrom MVE

and reported them inLiberalization of Cotton Marketing in Egypt: The Stuation in the 1998/99 Season (May,
1999).

B Registered traders are required to pay arefundable deposit of LE 3,000. The annual, nonrefundablefeeisLE
500 per registered trading company.
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Table A3-1: Seed Cotton Deliveriesto the Gins by Company, 1998/99

Company PBDAC Sales| Tradersor Gins Coops Total Deliveries| Percentageof |Percentage oA
Rings Brokers to Gins Private/Public Total

Dihlic Tradina Caminaninc 29211 297 n n 241 720 2 CED QR7 Q0 A0 £2 70
Micr Evnnrt 249 2nQ BN 479 209 RQA 12 Q04 Q Q04
Alavandria Commarnial 274 787 52 219 427 n70 14 Q04 10 ROA
Al K shira 204 £QQ AR Q74 AR1 ARD 1R NOA 11 BOA
Alentan 284 108 52 797 ANR QQ2 14 104 10 104
Eactarn 262 Q70 AE 204 200 172 12 Q04 10 NOA
Dnrt Qaid 20K £0oa 72 agr ABRQ EQA 15 Q04 11 BOA
Diihlir Cinninn Coamnaniaoc 220 EQ7 n n n 220 EQ7 11 N0/ Q 204
Nalta Rinninn 10 QN2 1NE QN9 2 704 2 ROA
Micr Cinninn 1n7 B26 1Nn7 B28 2 704 2 704
El\A adi Qinninn 11/ 92BN 11/ 26N A NOA 2 Q04
Taotal of Pirihlic Comnanies 2 54N Q24 8] 8] 241 730 2 882 KR4 100 NoA 71 90k
Per centane nf Piihlic Sactar DAliveries R 10k 0 N0A N N0~ 11 Q0A 100 N0A
N bk~ T ovmndivman O Mt~ Il v N ~ 7 NAT7 1NN Nor N _.NnNN 1N 711 1 11977 OAND 1NN NN/ O 1N/
Per rentane nf Private Sactar DAliveries 51 N0A 168 Q0Ah 4 A%k 27 70 100 N0A
Modern NileR Arahia (Ginninn 24R KON 20 NRk4 40 RN 222 711 ANQ 70K R4 104 18 20A
Nile Ginnina 108 221 2 1A1 111 382 Q Q04 2 Q04
Nacern 24 an7 1R/2R 2R 212 2 204 N QoA
ATICOT (Nahhah) 24 ER? 18 N17 20 NNn 70 5N A/ 204 1 Q0m
El Mahroul 19 572 7 020 2B AN2 2 204 N ROA
Tanta 10 277 21 N1 a1 209 Q 104 2 204
Attar (Ranha) A RQ1 2072 (o WALV/| N 004 N 204
Nofartiti n 17 BENN AEN 12 1EN 1 ROA N 04
E1\A atany n 21 RO2 21 RO2 2 Q04 N Q04
El Rnctania (EMIDACY 122 128 n n n 122 4128 10 Q04 2104
CDANNDTATAI 2115 Q71 10N NQ& [Na¥Wala'a) AEA AA1 A N1n 207
Dar rontana nf Tntal 77 70 A 704 1 20k 1R 204 100 N0A 100 N0~

Source:CIT-HC and PBDAC, asreported in Krenz (1999). Thesedata are not thefinal data for the 1998/99 ginning season, asfinal figuresareavailablein July.
Note : EMIPAC had an exclusive contract to buy all of thelint grown by grower s of certified cotton planting seed. EM I PAC delivered 123,435 seed cotton kentarstothegins.
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In the November 1998 survey of seed cotton buyers, MVE interviewed 31 registered and 43
nonregistered traders in five governorates (see annex for a more detailed breakdown).

Traders seed cotton purchasesby location aredetailed for the past fiveyearsin Table A3-2.
For 1998/99, 85.8 percent of the sample traders purchases were made in the village, while
only 0.4 per cent of the purchaseswereat PBDAC salesrings, 3.1 percent at collection points
in other villages, and 10.8 percent at traders own salesrings. The proportions of total seed
cotton purchases at the village level by sample traders were actually higher in 1996/97
(97.1%) and 1997/98 (95.1%).

Asshown in Table A3-3, sampletrader sbought 44.8 per cent of their seed cotton directly from
farmersin 1998/99, a mar ked declinefrom the 100 per cent procured from farmersin 1996/97
and 1997/98. In contrast, 55.0 percent of all the seed cotton bought by sample traders was
purchased from other traders. Purchasesfrom traders comprised alarge proportion of total
purchases (85.2%) in Dakahlia™ and a significant proportion in Fayoum (21.9%). Asin the
previoustwoyears, all or nearly all of thesampletradersin Sharkia, M enoufia, Beni-Suefand
Beheira purchased their seed cotton from farmersin 1998/99.

Sampletraderssold their seed cotton to several different buyer types, asshown in table A3-4.

Twenty of 67 traders (27.0%) sold only to private trading companies, while fifteen (20.3%)
sold only to public traders (13) or private ginners (2). Hence, nearly half (47.3%) of the
sampletrader ssold toonly onebuyer type. Another 28 traderssold to both publicand private
trading companies, while the remaining respondents sold to three or more buyer types. An
important finding from these breakdownsisthat 57 of the sampletraderssold at least some of
their seed cotton to a private trading company or ginner in 1998/99.

Breaking out sampletraders salesof seed cotton in volumetermsreveals, asshown in Table
A3-4, that 47 of 67 reporting traders sold 43.9 per cent of thetotal volume of seed cotton (or
85,122 of 193,732 seed kertars) to privatetrading companiesand two trader ssold 0.4 per cent
of thetotal to private ginners. Therest of the seed cotton (55.4 per cent) was sold to public
companies by 18 sampletraders.’®

“ Note that onetrader in Dakahliaaone purchased 100,000 seed cotton kentars, or 93.9 percent of thetotal
amount of seed cotton bought by sample traders from other traders. If this caseisomitted, sampletraders
bought 86,737 seed kentars from farmers and 6,495 seed kentars from traders, which yields rel ative proportions
of 92.5% and 6.9%.

5 The same Dakahlia-based trader stated he sold 100,000 of thetotal 107,250 seed kentarsto largetrading
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companies, which were both public and private. Thistrader could not provide adetailed breakdown of salesby
buyer type. If we assume that 60% of his seed cotton was sold to public trading companies and the other 40%
to private trading companies, the share of al sampletraders’ saleschange markedly to public (34.7 percent) and
private (74.9 percent) companies.
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TableA32: SampleTraders Seed Cotton Purchases, by Type of Buying L ocations
(Seed Cotton Kentars)

Governorates | PBDAC-Run| % |Own Sales| % | Village | % Other % Total %
SalesRing Ring Villages
100110
Reheira (l 0 0 0n 610600 1000 - 0n /10600 100C
Dakahlia 4 0 2570 24 106597 976 - 0q 1091672 100.C
Sharkia 2500000 96.1 1800 0.7 7404 28 1000 04 260.204 100.C
Menalifeva (] 0 O 00 14650 1000 - 00 14650 1000
Reni Sief (l 0 0 0q 11550 7373 4200 267 15750 100C
Favoiim 72000 629 4000 35 (400 2N 9 2000 2f 114400 100C
Total Y2000 286 8370 07 786194 699 8200 07 1124764 100C
1995/9%6 |
Reheira ( 0 0 00 632340 1000 - 00 632340 100(]
Dakahlia (l 0 2404 34 69170 96 [ - 0n 71574 100(]
Sharkia 71133 897 2000 as 6134 77 - 0q 79268 100C
Menalifeva (l 0 0 0q 49810 1004 - 00 4980 1000
Beni Suef q odg 0o og 17300 90.6 1800 94 19.10d 100.C
Favoum 200 88. 2000 09 23 10. -4 00 225 100.C
Total 271133 58HF 6404 14 184124 397 1.80( 04 463462 100.C
1996/97 .
Reheira (] 0 O 00 204 1000 - 00 204 100.C
Dakahlia (l 0 0 0aq 54850 1000 - 00 54850 100(]
Sharkia q odg g o0 204 1000 { 00 204 100.C
Menaufeva 4 0 0 (010 1380 1000 - 0q 1.380 1000
Reni Suef (l 0 0 0q 11450 851 2000 149 13450 1000
Favolim 4 - - - - | | | | -
Total (l 0 0 0n 680810 971 2000 285 70080 100
1997/98 |
Beheira 4 0 0 oa 450 1000 - 0q 450 1000
Dakahlia (] 0 O 00 33600 1000 - 00 33600 1000
Sharkia (l 0 0 0aq 120 1000 - 00 120 100C
Menaufeva 2000 109 0 (010 1630 891 - 0q 1.830 1000
Beni Suef q og o o0 12400 844 2300 15.6 14.70d 100.C
Favoum . - = - - | | e | -
Total 200 04 0 00 482000 951 2.3 45 50700 100C(]
1998/99 .
Beheira 500 171 0 (010 2430 829 - 0q 2930 100C
Dakahlia (] 0 0 00 117650 1004 - 00 117650 100
Sharkia q 0g 15360 760 4859 240 {4 00 20.219 100.C
Menalifeva 200 29 0 0aq 8400 977 - 00 8600 100C(
Beni Suef q 0 500 23 19400 902 1.604 74 21500 100.C
Favoum 4 0 5000 219 13500 591 4333 190 22833 1000
Taotal 700 04 20860 108 166239 858§ 59033 31 193732 100.(

Source: Calculated from the MVE cotton trader survey, 1998
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Note: Duringthefirst two marketing seasons shown in thistable, seed cotton was bought at cooperative
collection centers, not PBDAC-run salesrings. PBDAC took over the seed cotton receiving and assembly function
in 1996/97.
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Table A3-3: Sample Traders Seed Cotton Purchases, by Seller Type
(Seed Cotton Kentars)

Governorates | Farmers % Traders % Others | % Total %
1994/95
Beheira 610,600 | 100.0 -| 00 -] 00 610,600 100.0
Dakahlia 109,162 | 100.0 -| 00 -| 00 109,162 100.0
Sharkia 260,204 | 100.0 -| 00 -| 00 260,204 100.0
M enoufeya 14,650 | 100.0 -| 00 -| 00 14,650 100.0
Beni Suef 15,750 | 100.0 -| 00 -| 00 15,750 100.0
Fayoum 98,300 | 85.9 14600 | 128 1500 1.3 114,400 100.0
Total 1,108,666 | 98.6 14600 | 13 1500 | 0.1 1,124,766 100.0
1995/% -
Beheira 63,340 | 100.0 -| 00 -1 00 63,340 100.0
Dakahlia 71574 100.0 - | 00 -| 00 71,574 100.0
Sharkia 79,268 | 100.0 -| 00 -1 00 79,268 100.0
M enoufeya 4,980 | 100.0 - | 00 -| 0.0 4,980 100.0
Beni Suef 19,100 | 100.0 -| 00 -| 00 19,100 100.0
Fayoum 214200 95.1 11,000| 49 -1 00 225,200 100.0
Total 452462 | 97.6 11,000 | 24 -| 00 463,462 100.0
1996/97 -
Beheira 200 [ 100.0 -| 00 -| 00 200 100.0
Dakahlia 54,850 | 100.0 -| 00 -| 00 54,850 100.0
Sharkia 200 100.0 -1 00 -1 00 200 100.0
M enoufeya 1,380 | 100.0 - 00 -1 0.0 1,380 100.0
Beni Suef 13450 | 100.0 -| 00 -| 00 13450 100.0
Fayoum - - - - - - - -
Total 70080 100.0 -| 00 -| 00 70,080 100.0
1997/98 -
Beheira 450 | 100.0 -| 00 -| 00 450 100.0
Dakahlia 33,600 | 100.0 -| 00 -| 00 33,600 100.0
Sharkia 120 | 100.0 -| 00 -| 00 120 100.0
Menoufeya 1,830 [ 100.0 -| 00 -] 00 1,830 100.0
Beni Suef 14,700 | 100.0 -| 00 -| 00 14,700 100.0
Fayoum - - - - - - - -
Total 50,700 | 100.0 -| 00 -| 00 50,700 100.0
1998/99 -
Beheira 2430| 829 -| 00 500 17.1 2,930 100.0
Dakahlia 17455| 14.8 100,195 85.2 -| 00 117,650 100.0
Sharkia 20,219 | 100.0 -| 00 -| 00 20,219 100.0
Menoufeya 8,600 | 100.0 -1 00 -1 00 8,600 100.0
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Beni Suef 20200 | 94.0 1300 60 -| 00 21,500 1000
Fayoum 17,833 781 5000| 219 -1 00 22,833 100.0
Total 86,737 | 448 106495 | 55.0 500 ( 0.3 193,732 100.0

Source: Calculated from the M VE cotton trader survey, 1998

Note: Othersincludes purchases of 1,500 kentar sfrom a cooperativein Fayoum in 1994/95, and 500 kentarsin

Beherain 1998/99.
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Traders Assessment of Competition in Seed Cotton Buying. When asked to assess
competition in seed cotton marketing in the areas wher e they bought cotton in 1998/99, 37
sampletradersreported that the market was competitive (very or moder ately competitive),
while27 reported that themarket waseither not very competitive (13) or not at all competitive
(14).®® Tabulating sampletraders opinions on competition by governorate reveals that the
two respondents who found marketing to be very competitive in their areas are based in

Dakahlia, whileall 11 of the Beheira-based trader sin the samplecharacterized themarket in
their area aslacking in competition (3 reported it was not very competitiveand 8reported it
wasnot at all competitive). Thissentiment about themarket in Beheiramay havehad alot to
dowith thefact that Giza 70, the predominant variety grown in that gover nor ate, was a dow

moving variety, whose export price was set at atoo high level by ALCOTEXA. Theprivate
sector, fearing low demand and unsold stocks, bought very little EL Scotton, particularly Giza
70. Thisled public sector buyerstobuy Giza 70 at PBDAC salesringsin Beheirawithout any
private sector competition. In other words, at the prices set by ALCOTEXA, demand was
limited for Giza 70. In contrast to Beheira, all of the Beni-Suef and Fayoum tradersin the
sample who answered the question stated that the seed cotton market was moderately

competitivein their governorates. Sharkiatrader swereevenly divided between moder ately
competitive and not very competitive, while two-thirds of the Menoufiatrader sreported that
the seed cotton market was moder ately competitive.

Based on their experience in seed cotton buying in 1998/99, fully 89 percent of the sample
traders (66 of 74) plan to buy seed cotton in 1999/2000, which isanother positivesign that the
mar ket for seed cotton isbecoming moreliberal.

Seed Cotton Prices Recelved by Farmers. In most cotton-producing gover norates, traders
paid pricesat thefarmgatethat wereclosdly related tothe CATGO/CIT-HC pricetables(less
transport costs, profit, and a discount for cash payment). Yet in some governorates, traders
offered prices higher than the prices of the price tables used at PBDAC sales rings for

particular varietiesboth at thefarm gateand at privatesalesrings. Thisreflected thegreater

demand for certain long staple varietiesreative to supply—notably Giza86 and Giza85. In
these cases, the price paid by traders was not tightly linked to the price tables. Thisisa
positive development that shows that if seed cotton prices (based on ALCOTEXA'’s export
prices) do not reflect underlying world market fundamentals, seed cotton prices paid to

farmer swill move toward levels prevailing on the international market and diverge from the
CATGOI/CIT-HC prices. Thereisnow enough private sector participation in the market, as
well asexporters ability to discount export pricesbelow ALCOTEXA prices, to ensuremore
competitive pricing of seed cotton. Thereremainsa strong link with ALCOTEXA opening
export prices, but thislink isweakening over time.

Given the confluence of favor able developments, the GOE should fed mor e confident about
removing this link. Pricing of a commodity at different stages of a competitive and open

1 Threetradersdid not respond to this question.



marketing system should reflect the real costs of performing different marketing and
transformation functions, plusreasonable profit margins. Competition disciplinesthemarket,
not allowing any one participant to capturemonopoly rentsor excessive profits. Competition
in the world cotton market sets the overall level of prices at all stages of the marketing
system back to the producers.

Examining seed cotton prices paid by sample traders by buying location shows that traders
paid higher prices at the farmgate for Giza 86 than at salesrings, as Giza 86 was a sought-
after export variety in 1998/99, for which buyerswould pay a premium. The oppositeistrue
for Giza85, avery good long staplevariety used largely for domestic spinning.*’ Traderspaid
farmerslessfor Giza 85 at the farmgate than at PBDAC rings, with the discount larger at
lower grade levels (see Table A3-5). Tradersalso paid lessfor Giza 83 at thefarmgatethan
at PBDAC sales rings (though there are fewer observations from which to draw a strong
conclusion).

For thefirst time since the 1994/95 and 1995/96 seasons, cotton farmers had a choice asto
wherethey ddivered their seed cotton (publicvs. privatering) or towhom and wherethey sold
their cotton, with the option of being able to sdll to a private trader outsde any ring. In a
survey of 520 cotton growers in five governorates, designed by CSPP and MVE and
implemented by MALR/CAAE,80far mers(15.4 per cent) sold someor all of their seed cotton
toprivatetraders. Farmerswho sold their cotton thisway reported that they had essentially
no marketing and transactions costs in sdlling to private traders and that they received full
cash payment on thespot. Although payment delayshave been reduced at PBDAC-run sales
rings, farmers gtill report waiting a few daysfor the results of the ginning out-turn testsand
their money. Nine of 80 farmers also observed that private traders paid better pricesthan
buyersat PBDAC salesrings.'®

Private buyers were ableto offer higher or lower pricesto farmersoutside the PBDAC-run
salesringsand in thefive privately run salesringsthan could buyersat PBDAC salesrings.
One trading company reported paying a significant premium for higher grade Giza 80.

Surprisingly, the private sector bought 51.0 percent of the total Giza 80 supply in 1998/99.
Thisissurprising in that onewould expect, apriori, that privatetrader swould focusmoreon
export varieties, while Giza80isnearly all supplied to domestic spinners.*® Sometradersalso

17 Asof 26 June 1999, export commitments for Giza 85 had reached 2,455 mt, while those for Giza 86 were 58,616
mt. Export commitments had attained 7,437 mt for Giza 89, 2,025 mt for Giza 80, 550 mt for Giza83, and 12,118 mt
for Giza70.

B Krenz (1999) reportsthat average prices received by farmers from private traders were lower than prices paid
a PBDAC sdesringsfor dl varieties except Gza 85, where traders paid an average premium of LE 7.5 (or 2.2%
more). These price data are not disaggregated by grade, however, so they should be treated with caution.

® TheMVE survey of private spinnerswill provide dataon their lint cotton procurement patterns. Some private

spinners have bought Giza80in 1998/99, and it will beinteresting to seeif they paid apremium for any of it
supplied by privatetraders.
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reported paying a premium for Giza 86 and Giza 85, where private trader s bought 30.8 and
44.7 per cent of the cropsrespectively. In sharp contrast, privatetradersddivered only 10.0
percent of the 1998 Giza 70 crop to the gins, asthis EL S variety was plagued by a too high

opening export price and burdensome stocks as of the end of the 1997/98 season. Private
tradersgenerally avoided EL Sseed cotton, deliveringonly 10.4 per cent tothegins, whilethey
procured a higher proportion of LS cotton, 33.9 per cent.

Remaining Congraints on Private Trader Participation. While private sector traderswere
able to buy and sdll seed cotton, several larger private trading companies claim that they
would have bought more seed cotton had there not been any CIT-HC and CATGO

intervention in pricing. They notethat thelevel of ALCOTEXA lint cotton export priceswas
set 5-10 percent too high for ELSvarietiesin 1998/99, and that producer seed cotton prices
werelinked to theexport prices® In a completely open market, privatetraders could offer

less for seed cotton assembled in villages or at their own rings. Although there was
considerable weakness in demand for ELS and some types of LS cotton during 1998,

ALCOTEXA prices were set on the high side, relative to prices of competing inter national

growths, to help maintain reasonabler etur nsto cotton grower s, whoseincomesdeclined dueto
poor cotton yields, higher input costs (including land rent), and lower producer pricesthan in
1996/97 and 1997/98. A few of the large private traders who did not buy at PBDAC sales
rings, but who bought a significant quantity at their own rings or from producers and small

tradersin villages, stated that they would have had to accept all the seed cotton delivered to
the PBDAC rings, including low-grade, non-exportable cotton.

Despite the increased proportion of farmer sales to private traders outside salesringsin
1998/99, most farmers are still more comfortable selling their seed cotton at PBDAC sales
rings (36 percent of the sample farmers/® or do not know of any alter natives (34 per cent).
Othersfed compelled to sell at PBDAC ringsto repay their production loans (21 per cent) or
said they did not know the prices private traders would offer at the time they were picking
their seed cotton (8 percent).

Thefact that nearly dl of thefarmers selling at PBDAC sdesrings seemed wary of private traders, or
did not know them, or aretied to PBDAC through loansindicatesthat it will taketimefor the seed cotton
marketing sysemto change. Higtorically, farmers have regarded cotton asthe Government’ s crop, and
they haverecaived dl information, instructions and services concerning planting, pest control, seed cotton
delivery and payment from the GOE. The MALR might consider preparing some marketing extension
messages for farmers that inform farmers about their seed cotton marketing aternatives.  Public

2 Egypt does not fit the case of asmall country, acting as aprice taker, in the international market for fine
cotton. Thetwo main ELSand LS producers, Egypt and the U.S., dominate the world trade. Thereisacertain
interdependency in their pricing decisions. Where ALCOTEXA sets minimum export pricesinfluences how
U.S. pimaispriced. Movementsin current and future pima prices can affect ALCOTEXA decisionsregarding
price adjustments.

2 This36 percent of the sample farmers responded, more precisely, that they trusted the PBDAC salesrings.

Note that 77.7 percent of the seed cottonwas delivered to the PBDAC rings, of which 28.1 percent was
purchased by private companies.
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announcements can aso inform farmers of the rules of the game regarding seed cotton buying for each
upcoming marketing season.”? By improving the trangparency of the cotton marketing policy and

regulatory environment, the GOE can hasten the liberdization process.

Thefixing of prices at PBDAC sdesrings appears to be an artifact of the era of public sector control

over seed cotton marketing. Aslong asthere are public sector cotton trading companies, the CIT-HC,

CATGO and ALCOTEXA maintain fixed prices and margins to be able to account for these
companies operating costs and returns. Privatization of the public sector cotton trading companiesisa
critical step toward accderating and findizing the liberdization of cotton marketing in Egypt.

Accomplishment:

Benchmark accomplished. Significant progress was made in the 1998/99 cotton marketing
season in returning the subsector to a liberalization path. More private trading companies
participated in buying seed cotton in 1998/99 than in thetwo previous seasons, and theeleven
major privatetrader sdelivered 28.2 per cent of thecrop tothegins, well abovethe 6.5 per cent
of 1997/98. In addition, the GOE did not announce a producer support pricebeforeor during
the 1998/99 mar keting season, although pricespaid by publicand privatetradersat PBDAC-
run sales rings were fixed by variety and grade, and ill linked to ALCOTEXA'’s opening
export pricesfor lint cotton.

Ten large private trading companies bought seed cotton directly from tradersor producers,
and they paid market-determined pricesthat wereloosely related to thefixed pricespaid at
PBDAC salesrings. Two privatetrading companiesalso bought seed cotton delivered to the
gins. Pricespaid to producersand traders outside the PBDAC rings wer e sometimes lower
and sometimes higher than the fixed prices, depending on the distance from the gins, the
demand for a particular variety, and the grade estimated by the buyers.

2 Notethat the Deputy Prime Minister and Minister of Agriculture, Dr. Y oussuf Wally, does make periodic
announcements about intentions regarding seed cotton production, pest control and marketing.
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Table A3-4: Sample Traders Seed Cotton Sales, by Buyer Type

Governorates PublicCo. % Private Co. % PublicGin % Private Gin % Exports % Total %
Total Volume Total Volume Total Volume Total Volume Total Volume
1004/05
Beheira 30.600 (5.0 580.000 95.0 - 0.0 - 0.0 - 10.0 610.600 |100.0
Dakahlia 106842 |97 9 220 03 2000 (18 - (o]0] - _|oo 100162 [1000
Sharkia 258904 995 1.300 05 - 00 - (010 - |00 260204 11000
Menaifeva 12350 |84 3 1.700 116 600 |41 - 00 - _loo 14650 |1000
Reni Suef - _|oo 15750 | 1000 - _|oo - 00 - |oo 15750 |1000
Favoum 38.900 |34.0 3.500 3.1 72.000 [62.9 - 0.0 - 0.0 114.400 [100.0
Total 447596 1398 602 570 536 74600 |66 - 00 - |00 1.124 766 1000
1995/96
Reheira 52 000 |82 1 11.2340 179 - oo - 00 - o 632340 [1000
Dakahlia 61404 |85 8 2170 114 2000 (00 - 00 - |oo 71574 [1000
Sharkia 5.610 |7.1 73.658 92.9 - 0.0 - 0.0 - 0.0 79.268 [100.0
Menoufeva 4,080 |81.9 500 10.0 400 10.1 - 00 - 10.0 4980 1100.0
Reni Suef 2700 141 15.000 785 1.400 |01 - 00 - _loo 19100 |1000
Favoiim 23200 |103 2000 09 200000(09 - 00 - |oo 225200 |1000
Total 148994 |32.1 110.668 239 203.800 |04 - 00 - |00 463 462 100.0
1996/97
Beheira 200 (100.0 - - - 0.0 - 0.0 - 10.0 200 |100.0
Dakahlia 54 550 |995 200 05 - oo - 00 - _loo 54850 [1000
Sharkia - _|oo 200 1000 - _|oo - 00 - |oo 200 |1000
Menaiifeva 1.180 |855 200 145 - 00 - 00 - |00 1.380 1000
Reni Suef 3450 |957 9.000 669 1.000 |74 - 00 - _loo 13450 |1000
Favoum - 0.0 - - - 0.0 - 0.0 - 10.0 - 0
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Table A3-4: Sample Traders Seed Cotton Sales, by Buyer Type

Governorates PublicCo. % Private Co. % PublicGin % Private Gin % Exports % Total %
Total Volume Total Volume Total Volume Total Volume Total Volume
Taal 59380 (847 9700 138 1000 |14 - 00 - |00 70.080 1000
1997/98
Beheira 240 [53.3 210 46.7 - 0.0 - 0.0 - 10.0 450 [100.0
Dakahlia 21400 |935 2200 65 - _|oo - 00 - |oo 33600 [1000
Sharkia - _|on 120 1000 - oo - 00 - |oo 120 1000
Menaufeva 1630 1891 200 109 - 00 - (010 - |00 1.830 1000
Reni Suef 3500 (238 10.000 680 1200|872 - 00 - _loo 14700 |1000
Favoum - 0.0 - - - 0.0 - 0.0 - 10.0 - 0.0
Total 36.770 725 12.730 251 1.200 |24 - 00 - 10.0 50.700 1000
1998/99
Reheira 2080 |710 350 119 - _|oo - 00 500 |17.1 2930 [1000
Dakahlia 100000 (850 17.000 144 - oo 650 |06 - _loo 117650 [1000
Sharkia 320 |16 19 ARQ 974 - _|oo 210 |10 - |oo 20219 [1000
Menoufeva 2.850 |33.1 5.750 66.9 - |0.0 - 00 - |0.0 8.600 |100.0
Beni Suef - 00 21.500 1000 - 00 - (010 - |00 21.500 11000
Favoiim 2000 |88 20833 912 - _|oo - 00 - _loo 22833 [1000
Tatal 107250 |554 85 122 439 - _loo 860 |04 500 |03 193 732 1000

Source: Calculated from the MVE cotton trader survey, 1998.
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Table A3-5: Seed Cotton Prices Paid by Sample Tradersfor Seed Cotton Compared to “ Official” Pricesand Prices Received by Farmers

Variety Grade CIT-HC Mean Price Paid No. % M ean Price Received No. % Difference % Difference
PriceTable | by Sample Traders Difference by SampleFarmers W/Sample Trader Price | W/Price Table
Giza 70 Fully Good 457.7 406.7 -11.1%
Good + 3/8 425.0 409.3 -3.7%
Total 408.5 10 367.2 7 -10.1%
Giza 86 Fully Good 409.1 357.7 13 |-12.6%
Good + 3/8 373.6 355.0 4 -5.0%
Good + 1/4 366.7 344.1 11 [-6.2%
Good + 1/8 359.7 333.2 5 -7.4% 350.0 1 2.7%
Good 352.8 313.5 13 |-11.2%
Good - 1/8 345.8 259.0 -25.1%
Good - 1/4 338.9 266.7 -21.3%
Total 325.2 56 293.9 19 9.6%
Giza 85 Fully Good 385.1 337.3 12 |-12.4%
Good + 3/8 349.1 332.2 11 [-4.8%
Good + 1/4 341.9 322.5 10 |-5.7% 340.0 1 5.4% 0.6%
Good + 1/8 334.7 310.9 11 -7.1%
Good 327.5 279.0 5 -14.8% 343.6 3 23.2% 4.9%
Total 321.2 49 341.1 34 6.2%
Giza 89 Good + 3/8 353.0 3314 -6.1%
Good - 1/8 324.7 317.5 -2.2%
Good - 3/8 310.5 310.0 4 -0.2%
Total 322.7 13 330.3 4 2.4%
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Table A3-5: Seed Cotton Prices Paid by Sample Tradersfor Seed Cotton Compared to “ Official” Pricesand Prices Received by Farmers

Variety Grade CIT-HC Mean Price Paid No. % Mean Price Received No. % Difference % Difference
PriceTable | by Sample Traders Difference by SampleFarmers W/Sample Trader Price | W/Price Table
Giza 80 Good + 3/8 307.7 285.0 6 |-7.4%
Good + 1/4 301.1 285.0 -5.3%
Good + 1/8 294.5 282.5 2 |-4.1% 280.0 1 0.9% -4.9%
Total 284.5 10 282.6 16 0.7%
Giza 83 Fully Good 342.7 291.7 3 [-14.9%
Good + 3/8 308.6 287.4 7 |-6.9%
Good + 1/4 301.8 287.8 4  |-4.7%
Good + 1/8 294.9 281.6 5 [-45%
Good - 1/8 281.3 285.0 1 [1.3%
Good - 1/4 274.5 260.0 1 |-5.3%
Total 285.3 21 - 0

Source: 1) Pricesfrom the CIT -HC pricetablesassumetheaverageout-turn ratio for the entire season, asreported by MALR/CAAE.
2) Mean price paid by sample tradersfrom MVE domestic cotton trader survey, 1998.
3) Mean pricereceived by samplefarmersfrom CSPP/MALR and MVE surveysof cotton producers.
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Policy Benchmark
A4. Import Tariff on Rice

TheGOE will promote mar ket efficiency by reducingtheimport tariff on riceto a maximum of
10% by June 30, 1999.

Verification Indicator (s)

A4.1 Decreefrom the GOE reducing import tariffson riceto 10% or less. Thereduction in
rice tariff will not be offset by higher salesor other taxes.

A4.2 MOTSwill publish a newspaper announcement of the new tariff.

Method
MVE hasmonitored APRP/RDI effortsto help accomplish thisbenchmark. Discussonswith
MALR and MTS advisor s have also been infor mative.

Analysis and findings

The MVE Unit hasreceived a copy of the letter signed by H.E. Dr. Youssuf Wally, Deputy
PrimeMinister and Minister of Agricultureand Land Reclamation supporting areduction of
thetariff on imports of theregular varieties of rice® to 10%.

Minister Wally forwar ded hisrecommendationtoH. E. Dr. Goweli, theMinister of Tradeand
Supply, and H.E. Dr. Mohie EI-Din El Gharieb, the Minister of Finance. Copies of these
letters are attached in the annex.

Minister Goweli attached hisown letter to Minister Wally'sletter tothe Minister of Finance
requesting thereduction of thecustom tariff on regular varietiestobe 10% by June 30, 1999.

MVE has not received any final evidence of approval by the Ministry of Finance, which is
responsible for determining customstariffs.

Accomplishment
Benchmark partially accomplished

Policy Benchmark

A5. The GOE will issuenew regulationsthat specify thecriteriafor aregion to beallowed to
export cotton lint to Egypt. The criteria will be based on acceptable phytosanitary risk.

B Regular varieties” excludes Uncle Ben's, basmati, and other expensive, speciaty rices.
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Verification Indicator (s)

A5.1 MALR will publish a newspaper announcement stating that current regulations are
available (Thisisa carryover of the unmet portion of Tranche |l Benchmark A.9).

A5.2 MALR (CAPQ) will specify thecriteriafor regionsto beallowed to export cotton lint to
Egypt based on assessment of phytosanitary risk.

Method

MVE monitored the RDI consultancy on preparing phytosanitary regulationsfor cotton lint
imports based on regional risk assessment, the output of that consultancy, and follow-up
meetings and decisons. MVE also interviewed the RDI task manager s, and consultant and
former director of CAPQ Taha Sharkawy. MVE met with the Director of CAPQ, Dr. Y oussuf
El-Daoudi and Dr. I brahim El Abbas, an ARC plant pathologist seconded to CAPQ.

Analysis and findings

Publication and Dissemination of Existing Regulations. Under Tranchell, the GOE codified
and published existing phytosanitary regulations regarding cotton lint imports. As part of
Tranchelll, the GOE was supposed to announce, using a newspaper asthemedium, that the
formerly scattered regulations had been consolidated and wer eavailablefrom MALR/CAPQ.
This has not yet been done, although APRP/RDI did summarize and disseminate the
regulationsin its June 1998 RDI Newsletter (see“Minister Wally ApprovesRegulationsfor

Importing Cotton Lint,” pp. 45, Volume 1, No. 2).** Other than this article in the RDI

Newdetter, dissemination to date has been informal and limited. MALR/CAPQ does not

consider dissemination and raising of public awarenessaspart of itsmandate. Dr. Y oussuf El

Daoudi pointed out to MVE that there is a separate public relations office in MALR

responsiblefor that function.

Criteriafor Assessing Phytosanitary Risk. A second needed reform, the subject of this
benchmark, required the GOE to rewrite existing phytosanitary regulations so that cotton,
especially short staple cotton, can beimported from any country which haslow phytosanitary
risk. TheRDI Unit worked closely with the CAPQ on thisbenchmark. A joint APRP/CSPP
consultancy was carried out in February-March 1999 by the former director of CAPQ, Dr.
Taha Sharkawy, and Eric Joseph, a Swissphytosanitary expert. Thisconsultancy produceda
draft APRP/RDI Technical Report, New Phytosanitary Regulations of Cotton Lint Importsinto
Egypt, that wasreviewed car efully by the Director of CAPQ and hisstaff based at the portsof

# The RDI Newsletter isan excellent dissemination tool of the APRP policy reform program. All articlesare
published in English and Arabic. Nevertheless, MV E does not consider this newsletter to be an official medium
of the GOE. Announcementsinthe RDI Newsletter are not a substitute for GOE announcementsin
newspapers or decrees.
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Alexandria, Damiettaand Suez. Their commentswer e summarized and submitted tothe Plant
QuarantineCommission on 22 April 1999. APRP/RDI expectsthedraft consultancy report to
befinalized by the end of July 1999.

Commission Approval of Risk Assessment Criteria. The Plant Quarantine Commission is
comprised of representatives from various plant protection, quarantine and pathology
ingtitutes of ARC, and the Directors of the Cotton Research Ingtitute and the Field Crops
Research Ingtitute. The third item on the agenda for this Commission meeting was risk
assessment. Asreported in the Minutes and Resolutions of the Commission, Dr. El-Daoudi
stated the following:

Probable countries of origin lint imports shall be visited during the cotton
growing season to define pests of quarantine importance, assess pest control
programsand take prophylactic (preventive) measur esbefor e contracting and
beforeand after shipment, especially for countriesfrom which lint isimported
for thefirst time.

The Commission proposes that APRP would bear the costs of these
visits. Thevisiting task force shall be composed of:
: entomologists

plant pathologists

production specialists

plant quar antine specialists

The Commission should gtart with the neighboring cotton growing
countries.

The Commisson has approved the conditions and requirements
submitted toit for consder ation and implementation if and when cotton
lint bales are imported into Egypt.

H.E., the Deputy PrimeMinister and Minister of Agricultureand L and Reclamation Y oussuf
Wally noted on the minutes (seeannex) that hehad reviewed them and that Dr. Saad Nassar,
head of ARC and APRP’'s PPC, should provide more comments and views, particularly
regarding item 3 (risk assessment)”® Minister Wally’s brief notes can be construed as
approval of the synthesized and consolidated regulations for importing lint cotton (from
Tranchell), aswell asapproval for CAPQ to continuewor king on specifying criteriafor doing
risk assessments, particularly through visitsto prospective exportersof lint cotton to Egypt

% The exact trandlation of Minister Wal ly’scommentsin the margin of the Arabic meeting minutesisas
follows: “Minutes perused and may Allah grant your success. Brother Saad Nassar for more comments and
views, especidly Iltem C.” (Trandation prepared by Abdul Rahim Mostafa El Madhy for APRP/RDI).



during their cotton growing seasons. Minister Wally clearly seems to be aware of and to
support the CAPQ and APRP initiative.

Thework to date constitutes broad support for the principle of regional risk assessment in

consdering lint cotton imports. The RDI/CSPP consultancy report outlines a procedur e for

specifying criteriaand principlesfor elaborating regulations concer ning lint imports. CAPQ

hasnot yet specified thecriteriafor regionsto beallowed to export cotton lint to Egypt based

on assessment of phytosanitary risk, although the Plant Quarantine Commission acceptsthe
input of APRP/RDI (the consultancy study) and approvesthe notion of sitevisits, during the
growing season, to probable countries of origin. APRP/RDI hasdrafted terms of reference
for these viststothe US, Syria, Turkey, and Greecethat will betrandated and submitted by
Dr. Saad Nassar toMinister Wally for approval. APRP isplanningto sponsor and pay for the
aforementioned MALR specialists to make at least one site visit, most likely to the
southeastern United States areas of upland cotton production, before the end of the 1999
growing season.

CAPQ Publication and Issuing of Criteriafor Risk Assessment. Asnoted in the minutes of
the April 22, 1999 meeting, the Plant Quarantine Conmission has approved the concept of
importing cotton lint, but only under conditions specified for each country after avisit to that
country. Thegeneral criteriafor regionstobeallowed to export cotton lint to Egypt, based on
assessment of phytosanitary risk, werealsoeaborated in theRDI consultancy report, though
they havenot comeout under CAPQ cover. CAPQ considersthisreport asauseful input into
the process of developing criteria, but not asa MALR output that clearly states criteria,
proceduresor policy. In order to develop such a statement, CAPQ regardsthe site visitsto
potential cotton exporting countries as a necessary next step.

Dr. Taha Sharkawy has pointed out that ultimately MALR will need to issue a decree
gecifying procedures to follow in doing regional risk assessments. This decree will not
specify individual exporting countrieswhererisk isjudged to below and manageable enough
to permit cotton lint imports. Dr. Sharkawy thinksthat thisdecreewill serveasan umbrela
having a particular article that can be amended each time a country is added to the list of
potential exporting countrieswhoselint can beimported into Egypt. Drafting and issuing of
the decree will complete the process, although dissemination of the text of thisdecreeto an
audience wider than the usual 4-6 industry participantsin APRP/RDI-led discussionsto date
needsto be serioudly consider ed and done as effectively aspossible. Notethat a ministerial
decree will not necessarily be published in El Wagaeh El Rasmia, the official journal and
dissemination vehicle of the GOE. Regardless of the dissemination method, the whole
processislikely to take another 4-6 months.

Need for Broader I ndustry Awar eness of the New Regulationsand Risk Assessment Criteria
Dissemination of information about phytosanitary requirementsfor importing cotton lint to
Egyptian importer sand prospectiveimportershasbeen limited. Asnoted above, CAPQ does
not consider thisasitsresponsbility. CAPQ will talk to prospectivecotton lint importer swho
visit itsofficesand provide copies of the consolidated regulations. CAPQ did notethat there
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has been limited interaction with a few private traders at seminars and meetings. This
interaction has been simulated and encour aged by APRP/RDI, though thecircleof industry
participants has been narrow.”® More domestic spinners and private traders need to be
included in these discussions with CAPQ, particularly in light of the fact that significant lint
importsare likely in 1999/2000.

MVE interviewed traders and spinners who are aware that it has been possible to import
cotton lint for several years, but they do not have details on the phytosanitary requirements.
The January 1999 tender for imports, issued by the two textile holding companies, explicitly
required fumigation under vacuum in the exporting country and a phytosanitary certificate
issued by the* competent authority, attesting that the deliver ed cotton hasbeen fumigated as
requested and that cotton, as well asbale covers, are free from cotton seed, parasites and
diseases.”

Cotton traders and spinners also maintain that importing lint is very difficult and costly in
practice. In addition to the costs of double fumigation, prospective importersnote that 2-3
CAPQ inspectors must be flown to the exporting country for extended stays of at least two
weeks, and that thiscost must bebor neby theimporters—not the GOE. Theaforementioned
tender states that Egyptian quarantine officials will have the right to supervise fumigation,
loading and sailing of the vessel and to issue a phytosanitary document (approval).

% Dr. El-Daoudi mentioned that Amin Abaza.of Modern Nile, Dr. Wagdy Hendy of Port Said Cotton Trading
Company, and athird person had attended the seminar, held at APRP in March 1999, by consultants Sharkawy
and Joseph. In addition, APRP/RDI hasincluded Ayman Nassar of Nassco, Hamed El Shiaty, Adel Ezzy of El
Watany Cotton and Agricultural Development Company, and Mohamed Marzouk of Giza Spinning and
Weaving in discussions with CAPQ &t various points.



Mogt informantsreport that double fumigation of imported lint isrequired and that only the
United States and Syria have the capacity to do this? Hence, imports from neighboring
countriessuch as Greece and Turkey, and other potential supplierssuch asUzbekistan, are
perceived by theindustry asnot possible. Furthermore, they citethe limited capacity of the

7 Thereis confusion among prospective importers about the need for double fumigation. Many assumethat it
isan absolute requirement. The CAPQ position in the past has been that it isreguired for spinning of the
imported lint within cotton growing areas. Spinning outside these areas could use single-fumigated lint as raw
material. The RDI consultants have recommended that single fumigation at the shipping point of origin be
considered satisfactory if CAPQ inspectors have assessed risks as being low and manageable. Proper ginning
and handling practices, aswell as shipping in (tight) UD bales, minimizerisks.
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fumigation facility in Alexandria®® which could prove to be a bottleneck for significant
anticipated imports of lint in 1999/2000.%

Accomplishment

Benchmark partially accomplished. Asof June 30, 1999, the criteria for doing regional risk
assessments have not been finalized, printed under CAPQ cover, and madewidely available.
Some industry key informants have been involved in the phytosanitary discussons, but
participation in thesediscussionsand dissemination of theconsolidated regulationscould have
been broader. Thecriteriafor aregion to beallowed to export cotton lint to Egypt, based on
acceptable phytosanitary risk, need to be finalized and disseminated. Issuing a MALR
decree would completetheformal process. In addition, MALR did not publish therequired
newspaper announcement (per indicator A5.1).

% The capacity of the fumigation facility in Alexandria, which can fumigate under vacuum, is reported to be 720
balesper day. Thisassumesonly threetreatments of 4 hours each, plus moving the balesin and out.
Assuming thistakes an hour on either side, thefacility would bein operation 18 hoursaday. Theoretically, the
facility could do another “shift” of 240 bales, reaching 960 bales per day or 209 mt/day. Assuming 300 days of
operation per year, thisfacility can fumigate 62,700 mt/year, equivaent to 1.254 million lint kentars. Note that
actua operating capacity may belower (assuming 720 baes per day) at 47,025 mt or 940,500 kentars.

CAPQ reportsthat thereis asecond fumigation facility in Port Said and that both units can do 500 bales per day.
At thisleve of operation, each facility can do 109 mt/day or both can do approximately 6,000 mt per month
together. CAPQ stated that the fumigation facilities can only be operated for afew months per year (December
February) outside of the cotton growing season as afurther means of minimizing therisk of pest infestation. If
thisisindeed the case, then actual lint imports may only be 18,000 mt per marketing season.

2 |ninterviewsin Alexandriaduri ng late June 1999, MVE learned that most GOE officidsand private traders
anticipate significant lint imports during 1999/2000 in order to keep the domestic spinning industry operating at
thelevel of 4.04.5 million kentars. The size of the 1999 seed cotton crop will be an important determinant of lint
import requirements. Assuming acrop of 4.5 million kentars (645,500 feddans* 7 lint kentars/feddan), exports of
2.2 million kentars, carryover of 1.5 million kentars, and local mill consumption of 4.5 million kentars, the
domestic spinnerswill face ashortfall of 0.7 million kentars.
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2 PRIVATE INVESTMENT AND PRIVATIZATION
Policy Benchmark

B1. Inventory Disposal

The Textile Holding Companieswill dlow their Affiliated Companies (AC's) to vauate and sdll obsoleig
dagnant and dow-moving excess inventory & market vauesin preparation for privatization.

Verification Indicator(s)

B1.1 MPEwill issueadecree or written policy document stating that dl inventories are to be va uated
and sold at market value.

B1.2 Totd inventories of the Holding Companies will be vauated & market vaues and reduced in
volume by & least one-third.

Method

Thisis clearly one of the very hardest policy benchmarksto verify. The only datato which MVE has
ever obtained access show aggregate vaue figures, typicaly by holding company and only available by
affilisted company for one of the three cotton and textile HCs. MVE has not been able to obtain
figures disaggregated by textile product type. It may bethat these dataaresmply not availablein
ether volume or vaue form.

The MOU between the GOE and USAID sates explicitly that the GOE will assst MVE in obtaining
information related to the achievement of benchmarks. Inmost cases, obtaining therequiredinformation
is not a problem, but inventory data are an exception.

MV E obtained wheat volume and vaue datait could from the textile HCs and from other sources such as
IBTCI’s Quarterly Reviews and the PEO of MPE. The most recent inventory dataarefor theend of
the third quarter, 1 January to 31 March 1999, of the GOE fiscd year.

Analysis and findings
Complete, disaggregated dataoninventoriesof different typesof textile productsare smply not available.
MVE was able to obtain aggregated figures on the vaue inventories by holding company, which are
shown in Table BX:1. From FY 1996/97 to FY 1997/98, inventory vaues for the two principd textile
HCs dropped 9.0 percent and 5.4 percent. The decline from FY 1995/96 to FY 1996/97 is even more
griking: -17.8 and -18.2 percent. Note that dthough the CIT-HC figures are included, much of this
holding company’ sinventory isin theform of lint cotton carryover socks, which burgeoned from 1995/96,
ayear of cotton production shortfdl, through 1997/98.




Table B1-1: Changesin Gross|Inventory Valuefor the Textile Holding Companies,
FY 1993/94 to FY 1997/98

(LE million)
Holding TMT-HC SWRMC-HC CIT-HC
Companies
Amount | % Change | Amount | % Change | Amount | % Change
GOE Fiscal Year from Prev. from Prev. from Prev.
Year Y ear Year

FY 1997/98 1320 -9 1476 -54| 2146 25.5
FY 1996/97 1450 -17.8| 1560 -182| 1709 81
FY 1995/96 1763 12.4| 1908 24.1| 944 -10.4
FY 1994/95 1568 14| 1538 -13.7| 1054 42
FY 1993/94 1547 1782 1818

Source: IBTCI, Quarterly Review for the Period 1 January to 31 March 1999, USAI D’ sPrivatization Project
Evaluation ServicesContract (Datafrom PEO/MPE)..

Another measur e of the magnitude of inventory isinventory to sales over the same period.
Thisratio, expressed as a percentage, fell from 47% in 1995/96 to 41% in 1997/98 for the
Textile Manufacturing and Trade Holding Company. The SWRM C-HC followed the same
pattern, with itsinventory to salesfalling from 54% in 1995/96 to 41% in 1997/98. Thisratio
increased from 38% in 1995/96 to 67% in 1997/98 for the Cotton and International Trade
Holding Company, again duetothelargelint cotton carryover stocksheld by thefour public
sector trading companiesthat are part of thisHC.*

Theinventory of lint cotton, expressed ascar ryover stocksof different varietiesand held by
public sector trading companies, iseaser to quantify, though therelevant referenceperiodis
31 August 1998 to 31 August 1999. In Table B1-2, MVE presentsthelatest ALCOTEXA
estimates of lint cotton inventory for the six public sector trading companies held as of 31
August 1998 and projected inventory for 31 August 1999. In aggregate quantity terms, lint
cotton inventory is expected to fall 40.6 percent over the course of the 1998/99 cotton

mar keting season. Long stapleinventory hasfallen tovery low levels, given high levelsof LS

® The other two cotton and textile HCs have one public cotton trading company each, so lint carryover stocks have much
less of an inflating effect upon their aggregate inventory levels than they do for the CIT-HC.
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exports(81.5% of total commitments) and asthe domestic spinning industry usesup thelarge
carryover stocksof Giza75held at theend of the 1997/98 season, and asall remaining stocks

of other LSvarieties are spun domestically>*

L ThearT -HC, with approva from MTS and MPE, discounted Giza 75 by LE 50 per lint kentar beginning in September
1998. Thiscaused inventory to decline rapidly, along with strong export demard for the remaining Giza 75, avariety well-
known and preferred by foreign spinners. Giza 75 export commitments were 18,394 mt as of 26 June 1999. Giza 86 was
exported in massive volume (58,616 mt as of 26 June 1999), with any remaining stocks unexportable (aslint from the 1998
crop had relatively poor spinnability). All other LS varieties were purchased by the domestic spinning industry to keep

public mills running at reasonably high levels of capacity utilization.



TableB1-2:

Carryover of Egyptian Cotton, Beginning of Each Marketing Season (September 1 of First Year Listed)
(Metric kentar s of lint cotton)

Eviral nnnStanle

Giza 45 14 859 4 560 17.403 39 373 67100 24 546 23 469 15 891 17.500 41.000
Giza76 35.675 55.262 69.118 173.268 165.455 45.386 75.208 67.470 80.000 77.000
Giza 70 101.442 170.201 201 652 658 798 1.072.767 187.243 147 676 447 301 760.000 1.200.000
Giza 77 132 518 213.777| 158997 428 830 558177 61.634 68712 233261 352.000 330.000
Others - - - - - - - - 3.500 5.000
Sith Total FI S 284 494 443 800|447 170 1300269 1 863 499 318 809 315 0R5 763 923 1.213.000 1.653.000
L ona Stanle

Giza 86 - - - - - - - 84 977 307.000

Giza /9 20.618 - - - - - - - -

Giza75 135 202 109.464| 224 382 770 801 59R 773 567.102 995 330 1.552 793 904 000

Dandarz 42 466 17.549 50.250 151.917 188.727 11.690 4559 35 -

Giza80 18.892 82.034 36.949 234.975 363.044 57.599 72.997 414.155 110.000

Giza 81 12,161 4,473 23.193 102.752 29,435 18.406 7 7 -

Giza 83 - - - 37070 53746 23658 33156 294 362 227.000

Giza 84 - - - - 21.020 27 570 2 811 335 -

Giza 85 - - - - 10.830 8531 115.624 404 713 97.000

Giza 89 - - - - - - - - 28.000

Others - - - - - - - - -

Sih Total | S 229 339 303520 334 774| 1297515 1275575 714556 1224534 2 751 377 1.673.000 0
Other Varieties 54 1759 1 496 15 3A0 7 895 2 189 35 023 12 440 - 10 000
Scarto (1) 330 336 6.234 1.254 5.091 4254 1.990 2681 - -
Mixed & low mixed 12.628 13.735 30.384 29 582 40.805 31.345 20.933 73.341 - 50.000
Sub Total 13.012 15.830 38.114 46.196 53.791 37.788 57.946 88.462 0 60.000
GRANDTOTAI 526 845 763150 820058] 2643980 23192 865 1071 153[ 1597 545 3 603 762 2 886 000 1.713.000
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Source: ALCOTEXA Egyptian Cotton Gazette, April 1999
Note: 1998/99 carryover figures areestimated and obtained from the CIT HC.
1999/00 figures ar e pr oj ected
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EL S stocks are projected to increase from August 31, 1998 to August 31, 1999, due to a
projected net inventory increase of 22,000 mt (or 440,000 metric kentars) of Giza 70, leading
to a 58 percent expansion in stocks of that EL S variety. The Giza 70 inventory will likely
decrease to a lower level if MTS and MPE decide to discount its price in sales to local

spinners, or if ALCOTEXA’sreduction of the minimum export pricein April 1999 (or in the
coming months) leadsto greater salesto foreign buyers® Both outcomesarematerializing,
though theinventory-reducing effect will bereatively modest. Industry obser ver sexpect that
domestic salesof Giza 70 to domestic spinner sthrough October 1999 will be between 230,000
and 300,000 lint kentars. Giza 70 and EL S carryover at the end of the 1998/99 mar keting
season should appr oach thelevelsprojected by ALCOTEXA initsApril 1999 Egyptian Cotton
Gazette.

Another source d lint stock data isthe CIT-HC, whose latest figures (see table in annex)
show that total lint cotton inventory declined from 3,506,175 lint kentar son August 1, 1998 to
1,865,595 kentar sasof early June 1999. Thisdecreaseof 1,640,580 kentar srepresents46.8
percent of thelint stocksas of August 1, 1998. Thisestimated declineisbased on estimated
deliveriesto local spinners of 4,028,048 kentars and exports of 2,186,285 kentar s

A lagt st of lint cotton data are prepared by ALCOTAN Cotton Trading and Export
Company. Their latest figurescover the 1998/99 season up through July 3, 1999 (seetablein
annex). They show carryover, asof September 1, 1998, of 3,234,154 lint kentar sdeclining to
2,019,539 kentars as of June 30, 1999, a 37.6 percert decrease in nine months. The
ALCOTAN figuresshow deliveriestolocal millsof 3,575,498 kentar sasof June 30, 1999 and
export of 2,213,191 kentars.

Accomplishment

Benchmark unverifiable. The MVE Unit hasnot been ableto obtain dataon old inventory of
finished productsat the beginning and at theend of thetranchelll period. MVE isnot aware
that the M PE issued a decree or written policy document statingthat all inventoriesareto be
valuated and sold at market value, although this is apparently theinformal guidance under

which the holding companies are operating.

% Giza70 export commitments as of 26 June 1999 stood at 12,118 mt. It isalso reported that the GOE has begun
to offer Giza 70 to public spinning companies for adiscount of LE 42-43 per lint kentar, using the current
ALCOTEXA minimum export price of 104 cents/lb. asapoint of departurefor pricing lint to domestic spinners
(asopposed to the 117 cents/Ib. opening export price).

% Actua export commitments as of 26 June 1999 were 2,212,671 lint kentars. Estimated deliveries to domestic

millsas of 12 June 1999 were 3,487,328 lint kentars or 174,366 mt (as reported in Cotton Outlook, VVal. 77, No. 25,
25 June 1999).



Policy Benchmark
B2. Privatize Three Spinning & Weaving AC's

The Textile Holding Companieswill privatize at least three spinning and weaving affiliated
textile companies.
Verification I ndicator (S)

B2.1 Privatization of three spinning and weaving affiliated companies through one of these
accepted formsof privatization — management contract, leasehold, sharesales (over 50% of
stocks purchased by the private sector), management buy-in/out, employee buy -infout or
anchor investor sales.

Method
MVE interviewed the chairmen of the three cotton/textile holding companies, as well as

chairmen of some of thetextile ACsunder privatization.

Analysis and findings

Realistic Valuations. IBTCI notesin its Quarterly Review for the Period 1 January to 31
March 1999 under USAID’sPrivatization Project Evaluation Services Contract that thereis
evidence of morerealistic valuation of public companiesto be privatized. Salesto anchor

invegorsin early 1999 at pricesbelow CAA recommendationsr eflectsthe M PE’ swillingness
to pricepublic companiescloser totheir underlying mar ket values, which should expeditethe
privatization process.

Debt Resolution. In addition, asnoted intheJuly, 1998 Tranchell Verification Report, MVE
stated that debt of the ACs of the three cotton and textile holding companies was being
reduced through HC payments and for giveness of some of the debt. Accordingto IBTCI's
Quarterly Review, the debt status of the three textile holding companies had significantly
improved by 30 June1998. Of theL E 2.8 billion debt befor e settlement, nearly LE 1.1 billion,
or 38.8 percent, was written off by the end of the GOE’s 1997/98 fiscal year. Another LE
587.4 million, a 20.9 percent, was paid off. Theremaining debt to be rescheduled was LE
1.13billion, or 40.3 per cent of theoriginal debt. Thisdebt remainsunder negotiation between
theHCs, four public sector banks (Banquedu Caire, NBE, Bank of Alexandria, and NIB),and
the ACs.

Table B2-1: Debt Settlement of the Three Textile Holding Companies

(LE thousand)
Holding Company | Debt Before | DebtWritten | Debt Paid | Remainder to be
Settlement Off Rescheduled
Cotton & Intl. 1045167 361567 193900 489700
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Trade

Textile Manu- 809000 163000 270000 376000
facturing & Trade
Spinning, Weaving 955156 565754 123502 265900
& RMC
Total 2809323 1090321 587402 1131600
Per centage of Total 100.0% 38.8% 20.9% 40.3%

Source: IBTCI, Quarterly Reviewfor the Period 1 January to 31 March 1999, USAI D’ sPrivatization Project
Evaluation Services Contract (data from PEO/MPE).

Significant paying off or transfer of the debt of a company to be privatized is an important
precondition for successful privatization of heavily debt-bur dened textile companies. Thiswill
help to facilitate and expedite privatization of public sector spinning and weaving companies.
Privatization EffortsUnderway. All of the stepsin the privatization process preceding public
announcenent have been taken for two spinning and weaving companies: STIA and Shebin El
Kom Spinning and Weaving Company. The Textile Manufacturing and Trade Holding
Company isexpected to announce publicly itsintention to sell STIA to an anchor investor in
July 1999. Thisislikely to befollowed by asmilar announcement for Shebin € Kom later in
thefirst quarter of the GOE’s 1999/2000 fiscal year .

Notethat it isvery difficult to obtain documentation on the privatization process before the
GOE makes a public announcement of an I PO, anchor investor bids are being solicited, or
prospective partnersin a leasing or management contract are being sought. The MPE,
relevant holding companies, and interested affiliated companies wish to keep valuations of
compary assetsand detailed infor mation about the privatization processconfidential in order
togiveall prospectivebiddersafair chancetomakeabid or negotiate alease or management
contract. By keeping details of the process quiet, the interested GOE parties avoid
accusations of favoritism, unfair play, and cronyism.

Negotiations are underway between Sharkeya Spinning and Weaving Company (and the
Spinning, Weaving and RM C Holding Company) and a prospective lessee over a tenyear
lease for its plantsat MinaEl Kamh. Korean investor sarealso negotiating aleasehold with
Amriya Spinning and Weaving Company, ajoint invessment company whose owner sarepublic
entities. Asin the case of thetwo TMT-HC textilecompanies, leasesarelikely to besigned
duringthefirst quarter of thefiscal year 1999/2000. MV E wasunableto obtain detailson the
planned timetable.

According to Cotton Outlook (Vol. 77, No. 21, May 28, 1999), half of the shares of Delta
Spinning and Weaving Company, held by the SWRM G-HC, have also been offered for saleat
L E 197,900,000. No other detailsareavailable.



Although privatization of ginning companiesisnot part of thisbenchmark, it should be noted
that the GOE has approved offering 50 percent or more of the shares of two gnning
companiesfor sale. These companiesare Misr Cotton Ginning, where mor e than half of its
shares will be offered at a reserve price of LE 148,000,000, and El Wady Cotton Ginning,
where half of itsshareswill beoffered at L E 116,000,000. The public announcementsof sale
areexpected early in thenext GOE fiscal year (1 July 1999-30 June 2000). Notealsothat the
SWRM C-HC isplanning to sdll the Delta Ginning Company next fiscal year.

The public announcementsof M PE’sintention to sell thetextile and ginning companieshave
been anticipated for sometime. Themain sour ceof delay hasbeen the mediocr e performance
of the stock market and its perceived lack of depth, which make IPOs impractical.

Furthermore, it isnot clear if potential anchor investorswill step forward asbidders. Public
sector spinning and weaving companiesar efacing seriousproblemsin sellingtheir productsin
both the domestic and inter national markets. Thedomestic market isreportedly completely
saturated, and most Egyptian consumers incomesar elow, limitingdemand. Asian countries
dominate world textile markets, having devalued their currencies and producing textile
productsat lower cost than Egypt. Egyptian textile companiesarefacing great difficultiesin
selling their yarn and fabric in the EU and U.S. markets, where they are subject to quotas.
Minimum export prices, set by TCF sCommer cial Committee (seebenchmark A2), aswell as
fear of triggering anti-dumping penalties, constrain export pricing flexibility and the ability of
the public spinners and weavers to export. All of the above factors are undermining the
performance of public sector textilecompaniesand will make privatization difficult to achieve.

Nevertheless, on duly 16, 1999 the Ministry of Public Enterprises (MPE) announced inthe El Ahram
daily newspaper on behdf of the three textile holding companies that it was offering for management
contracts eight affiliated companies, indluding the following spinning and weaving companies

Misr Helwan for Spinning and Weaving
El Sharkiafor Spinning and Weaving
El Nasr for Spinning, Weaving and Tricot (Shourbagui)

Thesemanagement contractswill be through the modernization and devel opment program of theMPE to
improve the status of these companies from unprafitable to profitable firms as part of the privatization
program.

Although two ginning companies were privatized in 1996/97, privatization of the remaining
public gins may founder on high land valuations, the sheer magnitude of investment funds
required to buy a ginning company with multiplegins(mills), excessindustry capacity (despite
recent closures of some small, inefficient mills in urban areas), and the industry’s limited
ability to raise ginning chargesin light of excess capacity.

Accomplishment
Benchmark partially accomplished. Thetextile holding companies have not yet concluded
sales or leases of any of their ACsduring tranchelll. Significant progress has been made,
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however, in preparing four spinning and weaving companiesfor privatization, and M PE has
announced an offer to conclude management contracts for three spinning and weaving
companies.

Policy Benchmark

B3. New Private Sector Jobs

The GOE will take measur esto improve the enabling environment for privateinvestmert in
thecotton textile sector soastoensurethat at least two thousand new private sector jobsare
created by private enter prises engaged in cotton ginning and spinning.
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Verification Indicator (s)

B3.1 Private sector employment in cotton ginning and spinning in 1999 hasincreased by at
least 2,000 new jobsover theprior year asaresult of new privateinvestmentsor expansions
of existing businesses (not including privatization as defined under B.2).

Method

MVE Unit staff and consultants, during the process of verifying thisbenchmark, discovered
many private spinners, whileit wascommonly thought that therewasonly one. Someof them
arespinning cotton, somearemixing cotton with syntheticslike polyester, nylon, acrylic, and
rayon, and some are spinning waste to produce coar se counts of yarn.

MVE Unit gtaff and consultants conducted interviews and meetings with all private ginners
and spinners. Two spinners, Giza and Riyad Co., could not beinterviewed. The MVE Unit
estimatesnoincreasein jobsat these companies. The annex includesalist of the spinners
that MVE interviewed personally or by telephone.

Dr. Add Mogtafamanaged theimplementation of an in-depth survey of private sector spinners. Mogt of
theinterviews (questionnaires) were conducted by Dr. Ezz Abdd Kader, Nabil Santrecy, and Dr. Samir
Arram. Dr. John Holtzman helped to develop the survey ingrument. Thissurvey will assist the Unit
in verification, in monitoring, and in impact assessment. The initial population of 76 was
narrowed to 44 by eliminating thosewho wer efound to be spinning puresynthetics. Of those,
it wasfound that 12 more wer e also spinning synthetics, leaving 32 private cotton spinners.
Theconsultantscould not reach two of them, and onewasfound to not beprivate. Thisleft 29
private spinner sof cotton and cotton/syntheticyarn. TableB3-2 showsthe names, locations,
and employment of these spinning companies. Dr. Adel M ostafa personally interviewed a
number of key spinners (interview notes are available in the unit’s database).

In addition Dr. Adel guided thisteam of consultantsin surveying additional spinning firmsin
Fowah. Thissurvey waslimited by availabletime but accomplished its objective with respect
tojobs. For the Fowah spinners' survey, the consultants contacted a sample of 12 companies
in Fowah, representing 10% of the population (thetotal number of companieswas estimated
at 120); four of the firms were covered by the more detailed spinners survey as well.
Because of time constraints, the sample was chosen on the basis of the nearest, the most
cooper ative, and the oneswho have good knowledge about theindustry. Thesefactoriesand
their production quality and techniques, are homogeneous, they givethe appearance of being
established by one per son, even though thereisno association or gover nment or ganization to
which they belong. During the survey, theresear ch team discover ed that thereasons behind
this homogeneity are imitation and inheritance. Because of the homogeneity of the
population, the sampling method does not bias the results of the survey.

Analysis and findings
MVE consultant Dr. Mohamed Abdd Sadek El Santricy met with the private sector ginners,
as part of hisassignment to verify the changesin the ginning sector. Theginnersincluded
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Arabia Ginning Company, Egypt Ginning Company (which isan Arabiainvestment but hasa
separate board of directors), Nile Ginning Company, Nefertiti Cotton Trade, and Nassco
Cotton Trade (which operatefor Delta Ginning) asshown in Table B3-1.

In the ginning sector the main finding was that some private ginning companies, especially
those that had been privatized, showed a tendency to reduce employment, since they are
trying to improve their efficiency. Some companies, however, arealsotryingtoimprovethe
quality of their cotton, rationalize resource allocation, and increase their efficiency; they
added new cleaning lines and farfarah in the gins, plus new pressing unitsto export directly
from thegins. These changesarebehind the net increase of labor in thesefirms.

To calculate the increase in jobs achieved through private activities in the cotton ginning
sector, the following two points must be taken into consider ation:

The seasonal and contractor employees work only during the season (nine months
from September through May).

These seasonal and contractor employees work two shifts (16 hours) daily, which
meanstwo jobsfor each of them.

Note that in verifying job creation, the MVE is careful to distinguish between jobs (positions)
and employment (workers). If aworker workstwo shiftsall year, heisoccupying two full-time
equivalent jobs.

Table B3-1 shows the permanent, seasonal and contractor employment during the period
1994/95 - 1998/99 in thefive private ginning companies. Permanent jobsin ginning decr eased
during the year ending June 30, 1999 by 56 jobs as a result of the normal and early
retirement, and as there were no additional jobs for office staff. Nevertheless, the ginning
companies increased their full-time-equivalent jobs by 619.

Therewas an increase of 450 seasonal and contract workers. Theincreasein seasonal and
contractor jobsis calculated asfollows::

450x 0.75=3375 (adjustment for length of season)
337.5x2=675 (adjustment for number of shifts)

Then thenet increasein jobsin ginningis 675 - 56 = 619.

The other sector which MVE verified wasthe spinning sector, wher e its survey showed two
groupsof spinners:

The newly established spinning sector, which includes the highly sophisticated ones

like Alcan Mana'aiein Sadat City, which spin the high counts (60 and more€), and the
privatized moder n oneslike Alexandria Spinning & Weaving, and othersasshown in
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table B3-2. Some of them are newly established as a result of the liberalized
environment and the privatization process.

Thetraditional typeof spinning millswhich arescattered all over Egypt, but started to
grow and expand asaresult of thereform policies. Onelocation wherethesemillsare
concentrated isin Fowah digrict.

Thenumber of additional jobs created in the new spinning sector was 874, asshown in Table
B3-2. In estimating the number of jobs created, it isassumed that half of the workerswork
two shifts. Thisis a conservative assumption based on interviews with the private spinners
(interview notes are available in the Unit database). It isalso consstent with the common
practice of providing transportation for workersand the need to minimizethistransportation
cost.

Fowah digrict isin Kafr El Sheikh governorate, the middle part of the north section of the
Nile delta, and islocated in the northwestern part of the governorate, which is near to the
Mediterranean Sea at Rashid. The population of Fowah is about 150,000 per sons, and the
cultivated areaisabout 340,000 feddans. Most of the population work in farming, except in
theindustrial zone, where most of its people work in the spinning and weaving industry.

TheMVE consultantsvisited Fowah district after discovering that thisdistrict hasabout 120
spinning companies (some of them also weave) producing a certain kind of coarseyarn (for

weaving blankets, car pets, kilims, and bedspr eads)) by using thewaste of thetextileindustry
(between 20% - 35% cotton waste). Theannex includesthelist that M VE got from the Fowah

Digrict and City Council which detailsthe exact number of spinnersin Fowah digtrict, whichis
now 134 spinners.

Thevigt aimed to obtain data and infor mation about thislocation, which had been an unknown
areaon themap of thetextileindustry in Egypt. The area hasonly oneregistered factory in
the Egyptian TextileManufacture Federation (ETMF). Thisindustrial zonecan beregarded
as a unigue phenomenon among the industrial zonesin Egypt.

The group classified the 120 companies by the number of linesin each factory, though the
contentsof the production lineand thenumber of worker s on each line-asmentioned befor e-
arethesamein all factories.

The factories wer e classfied according to number of lines (in May, 1999) asfollows::
100 factories with two production lines
15factories  with three production lines
5factories  with one production line

The spinning industry in Fowah started to develop and use advanced machinery after 1950.

Most of the owners of these companiesrun the factoriesthemselves. They haveinherited
thisjob from their fathersand grandfathers, and they are very proud of thisindustry.
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The number of workers required to operate one production line (36 spindles) is 16-23
wor kergday. Thenumber differsaccordingtotheneed of thefactory and the number of shifts
(seetable B3-3).
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Table B3-1: Permanent, Seasonal and Contractor Employment in Private Cotton Ginning Companies, 1994/95-1998/99

Ginning Arabia Company Egypt Company Nile Company Nefertiti Company Nassco Company @
co Perm | Seas. | Contr. | Perm. | Seas. | Perm | Seas. | Contr. | Seed @ | Perm | Seas. | Contr. | Perm. Seas.
Season Proces
s
1994/95 1238 | 567 2206 | O 0 1106 | 523 1935 | 682 0 0 0 0 0
1995/96 1201 | 578 2159 |0 0 1100 | 528 1800 | 665 0 0 0 0 0
1996/97 1160 | 552 2080 |O 0 1073 | 560 1890 | 640 0 0 0 0 0
1997/98 1052 | 523 2031 0 0 1040 | 508 1906 | 608 0 0 0 0 0
1998/99 992 518 1994 30 224 988 502 1922 | 597 20 30 100 6 128
Difference |-60 |-5 -37 30 224 -52 | -6 16 -11 20 30 100 |6 128
(98199) - (97198)

Source: MVE interviews with ginning companies.
(1) Represents permanent and seasonal employment in factories of seed processing at Anderson gin in Elmenia.
(2) Itsactivitiesinclude two farfarah hall in Kafr El-Dawar and Sherbin gins, Deta Company for Cotton Ginning.
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Table B3-2: Jobs Generated in the New Private Spinning Sector, May 1998-May 1999
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Source: Calculated from the MVE Spinners Survey, May, 1999.
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The Fowah spinners cited the following reasons as the causes of increasesin the number of
jobs:

M ogt of thefactoriesare moving towards operating 2 or 3linesinstead of 1 or 2lines.

Theincreasein demand for productsusing yarn from Fowah. Oneexampleis Startex,
which is currently cooperating with Al Fadali to finish an order of 200,000 blankets.
The company also has some ordersfor export to Italy, Germany, and South Africa.

Some companies ar e planning to add new lines to produce cotton yarn to use asthe
war p threadsfor kilims, blankets, and car pets, and which they currently purchasefrom
the public sector.

Theincrease in the number of spinningwor kersin Fowah isrelated totheincreasein

thenumber of weaving workersin Mehalla, asthefactoriesthey work in use Fowah's
yarn as a raw material. He estimated the number of private weaving workersin

Mehalla at about 6000 - 7000 wor kers.

Table B3-3: Spinning Jobsin Fowah

1AL Nevabame ~E VAT i le i afl fmm 70 i am Al 22
Gradina 4-6
Prenarinn 2-4
Cardinn 2-3
Condendnn 2-2
Shinnina 2-3
M achiniat 1
Siinervisor 1
Accniintant 1
Secuiritv 1
Tnrtal Niimhar /l ina 1.7

Source: MVE interviewswith spinnersin Fowah.

Table B3-4 illustrates the number of newly created jobsin Fowah. Note that while some
workers may work more than one shift, a conservative estimate is used here, namely that
each worker worksonly one shift.

According to the three analyses above, the total newly created jobsin private ginning and
spinning activities are as follows:



Ginning activities - 619 jobs
The“new” spinning sector (excluding Fowah) - 874 jobs
Thetraditional spinning sector in Fowah - 972 jobs

Thusthe total number of jobs created is 2,465.

Privatization of ginning has been a successful program of the Government in recent years.
Thusit isnot surprisingto seea significant number of new jobscreated, in spite of those jobs
“lost” torationalization of employment.

The surprisingly strong and recent investment in private sector spinning capacity cannot be
attributed to one particular policy decision or regulatory change. Rather, this investment
lagged cotton andtextile subsector liberalization measuresby several years, and it istypical
of countriesthat have transformed publicly owned and managed industries into mixed and
private sector dominated systems. Privateinvestorsin formerly socialist countriestypically
wait several yearsfollowing the beginning of liberalization of a marketing system for a key
commodity and privatization of some public sector companies. They pay keen attention to
whether the gover nment staysthe cour se of liber alization (avoiding policy rever salsand back-
diding), and whether former and current public sector companies continue to enjoy special
privileges and preferential credit, marketing or other arrangements. Once liberalization
appearstobeirreversible, these privateinvestorsareprepared tocommit their own capital to
costly new investments. Thisiswhat hashappened in the spinningindustry. Note, however,
that investors have purchased second-hand equipment in many casesto keep their capital
costsdown, and in part as ahedge against therisk of policy back-diding.

Two other factors merit highlighting. Note that new spinners (as opposed to privatized,

former public sector companies) tar get particular niche marketsnot well served by thelarge
public sector spinners. One of these nichesis spinning of low-count yarn, often using waste
from ginning, carding, combing, weaving and even RMG production. A second niche is
spinning of higher-count yarns, which meet exacting specifications, for particular foreign

investor sand customers. This niche may seem redundant with much public sector spinning
capacity, but it isnot, in that most public spinners spin low to medium count yarn, and most
face quality and reliability problems as suppliers.

Accomplishment
Benchmark accomplished




TableB3-4: Number of Newly Created Jobsin the Spinning Sector of Fowah, May 1998 compared with May 1999

Company May-98 May-99 Created Jobsin 1999 Number of | Created Jobsin
Companies 1999
Number [ Number | Number of [ Number | Number | Number of Sample L evel in Population [Population Level
of Lines| of Shifts| Workers | of Lines | of Shifts| Workers

Al Sayed Weza 1 2 20 1 3 36 16

Al Mabrouk Al Liboudi 1 2 22 1 3 33 16 5 80(1)

Statex 2 2 32 2 2 35

Al Fadali Spinning & 2 2 27 2 2 29 2 43 459(2)

Weaving

Abdallah Hantira 2 2 24 2 26

Reda Hantira 22 2 24

Al Bassat for Carpets & 1 2 27 2 36

Spinning

Rashad Abu El Saad 1 2 30 2 2 42 12 57 128(3)

Mabrouk Karam 1 2 29 2 2 40 11

Ali Bassal 2 2 56 3 3 78 22

Gamal Mohamed Abu 2 2 58 3 3 82 24 10 230(4)

Ahmed

Weza for Industry and Tradeg 3 2 27 3 3 42 15 5 75(5)

Total 120 972

Source: MVE interviews with spinnersin Fowah.
(1) Additional labour due to adding one shift to the factories of one production line (5 factories) 16 workers/shift/line: 5 factories x 16 workers = 80 workers
(2) Additional labour due to adding one production line to the factories of two production lines: 43 factories x 10.67 workers = 459 workers
(3) Additional labour to increase the production efficiency per lineinthe 2 linefactories: 57 factories x 2.25 workers = 128 workers
(4) Additional labour due to adding one line to the factories of 2 production lines (10 factories) 10 workerg/line: 10 factories x 10 workers = 100 workers
Additional labour due to adding one shift to the previous mentioned factories of 3 production lines: 10 factories x 13 workers = 130 workers
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Sub total, increase in workers : 100 + 130 = 230
(5) Additional labour due to adding one shift to the factories of 3 production lines (5 factories) 13 workers/shift/line: 5 factories x 15 workers = 75 workers
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Policy Benchmark
B4. RiceMill Privatization

The GOE will privatize one public sector rice-milling company or amajority of theindividual
units(ricemills) thereof. (Thisisacarryover of theunmet portion of Tranchell Benchmark
B.4).

Verification Indicator (S)

B4.1 Privatization of onerice-milling company or amajority of theindividual unitsthrough
one of the accepted forms of privatization — management contract, leasehold, share sales
(over 50% of stocks purchased by the private sector), management buy -in/out, enployesbuy-
infout or anchor investor sales.

Method

MVE obtained the relevant documentation of sale of five public rice milling companies to
ESAsfrom MPE. MVE has been regularly briefed by RDI about progressin conducting
workshops on ESA orientation and corporate governance as part of its post-privatization
assistance program to the former public milling companies.

Analysis and findings
Five contractsfor selling the sharesto employees wer eissued on thefollowing dates:

Rashid Rice Milling Company on September 26, 1998

Beheira Rice Milling Company on September 26, 1998

Damietta and Belkas Rice Milling Companies on October 10, 1998

Dakahlia and Alexandria Rice Milling Companies on October 10, 1998.

Gharbia Rice Milling Company on December 12, 1998
The shar es of these companieswer e sold to the employee stakeholder associations (ESAS),
which own 90% of the sharesin thefive companies, whilethe Holding Company owns 10% of
the shares. The workers unions in the five companies were established and registered
according to stock market law No. 95/1998. A separate decree was issued for each ESA.
These sales were made according to the last valuation approved by the Minigterial
Committeefor Public Enterprises (privatization program).

In collaboration with ADALA, an NGO that supports ESA companies in Egypt, RDI
conducted a series of workshops with the ESAs of the rice milling companies, beginning in
November 1998, to promote awareness of employee ownership and clarify the idea of
employee and management responsbilities. As noted in the RDI Newsletter of December
1998 (Val. 1, No. 4), the goals of these wor kshops wer e to:

examine the benefits of employee owner ship, and clarify definitions of key concepts
explorethe principles and factorsimportant in stake allocation systems*
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present success stories from majority Egyptian ESA companies
develop ashared vision for leader ship and management in building a successful ESA-
run company

A workshaop for all the ESA rice milling companies and the head of the Rice and Flour Mills
Holding Company washeld in Alexandriaon May 16, 1999 to solve problemsand clarify with
the Holding Company the future steps needed to make the newly privatized companies
operational.

In June 1999, RDI began a second round of one-day wor kshops, company by company, on
“ Strengthening Cor por ate Gover nance” to discusstheroles of management, the ESA Board,
and employeesaspartnersin cor porate management. RDI hasalso planned athird round of
organizational development workshopsto assist the companiesto reshape their businesses
after taking over their management. Fivedayswill beallocated to each company, beginning
in August 1999, and discussions will focus on strengthening financial and marketing
management systems, which arekey areasrequiringimmediateattention. Thesewor kshops
will address the concepts of developing business plans and dedicated marketing units.

Theannex includesthe entire contractsfor the sales of Damietta and Belkas, aswell asthe
first and last page of the other three contracts.

Accomplishment
Benchmark exceeded

Policy Benchmark

B5. Joint Venture Privatization

The GOE will privatize at least 15 joint ventur e agribusiness companies by June 30, 1999.
Verification Indicator (S)

B5.1 The GOE will divest its shares of at least 15 joint venture agribusiness companies.
Method

MVE interviewed RDI staff, particularly Mrs. Amani El Fekhi, working on thisbenchmark
and a key MTS official responsible for the divestitures. RDI developed and maintained a
matrix totrack progressin privatization of thejoint venturecompanies. Thismatrix provided
detailed status updates and proposed actions to resolve constraints and move privatization

forward.

Analysis and findings




RDI hasworked closely with MTS over a six-month period to speed up privatization of the
joint venture companies. The factors dowing liquidations of some of the JV companiesare
legal disputes, unresolved bank debtsor tax bills, and long CAA reviewsof valuation reports.
In quite afew cases of the 40 joint venture companiesthat are candidatesfor privatization,
theresponsible party that needstotakeactionisnot the M TS, but instead a bank, the CAA,
or agovernorate. Thishasrepresented a serious constraint to privatization beyond MTS
control ¥ Therearealso companieswher e public owner ship isa minority (5-15%), and the
company’s management (Board of Directors) has dowed privatization.

In light of these delays and constraints, Ayman Abdel Ghaffar, the undersecretary in MTS
responsible for divestiture of the JV companies, instructed the RDI Unit to undertake and
complete 10 valuations in three months (April-June 1999). The three RDI analysts have
helped to do seven of those valuations. Each valuation committee was comprised of a
representative from RDI, a public sector representative (representing an HC or the public
sector AC), and technical and financial officers of the company being valued. The entire
review process has been completed for one valuation, while the other six are at different
stages of review.

RDI also worked closaly with MTSto design adata basefor all 400 joint venture companies
that providesprivatization status by company, owner ship structur e, thekey contact per son for

each company, company profiles and some basic financial data and ratios. Thisdatabaseis
proving to bea useful tool in monitoring and speeding up theprivatization process. Over the
medium run, MTS plansto create a unit like the PEO within MTSto do valuations, manage
and monitor t heprivatization process, and negotiatewith prospectiveprivate sector buyer sof
public shares.

Two full privatization transactionshave been completed in 1999, and oneother privatizationis
partially completed. All of thepublic sharesof Misr Gulf for Oil (M1 GOP)*” weresold on the
stock market at LE 15/share on March 24, 1999, including those held by the Egyptian
Industrial Development Bank. TheMinisterial Privatization Committee approved the sale of
public sharesin the Egyptian M arkets Company on March 22, 1999. Thepartial privatization
was for lsmailia Misr Poultry Company. The public sector shares of the United Poultry
Production Company (16.7% of the total shares) were sold, but the shares of El-Sharki
Insurance Company (9.09%) and Banque Misr (15.15%) have not yet been sold.
Thecompaniesthat areprivatization candidatesthat wer e presented at thelast meeting of the
Quattro Committee®® on June 20, 1999 wer e as follows. The Quattro Committee decisions
and follow-up are noted.

Egyptian Agriculturefor Seeds(EGASEED): PBDAC hasbeen appointed asthesales
agent for EGASEED in an upcoming saleto an anchor investor at LE 76.6 per share.
FreePort Said for Agricultural Projectsand Green Houses: Further action isdelayed
until an outstanding land disputeisresolved. Oncethishashappened, avaluation will
be conducted.
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Ismailia EI Watanya for RMG: Alexandria Bank has been appointed as the sales
agent in an upcoming sale to an anchor investor at LE 27.5 per share (with a 10%
allowance for adeclinein the share price).

El Mohandes El Watanya for Food Processing: Valuation has been postponed.
IsmailiaMisr for Cooling: Bank Misr hasbeen appointed to approach an interested
buyer to expediteasale. If thissaleisnot consummated, the company will be offer ed
to agrategic investor through underwritersat LE 26 per share.

It isalso reported that the privatization plansfor SOFICO and Abu Qir Fertilizer Company
will be presented at an upcoming Ministerial Privatization Committee meeting for approval.
In particular, the Committeewill likely discussand approve SOFI CO’svaluation report, done
by the company’s General Assembly and the CAA, and the plan for sale of public sector

shares in Abu Qir. Privatization of Abu Qir was postponed until the fertilizer company

finished its expansion plans. The expansion was completed, and trial runs were done in

March, 1999, so privatization can now proceed.

In comparison tooneyear ago, MTSisin astronger position to push ahead with privatization
of joint venture companies in 1999/2000. Valuations will soon completed for seven JV
companies, and these valuations arein the process of being reviewed and finalized.

MVE hasmodified and summarized theM TS/RDI privatization tracking matrix to summarize
progress as of early July in valuation and privatization of each of the 40 companies. This
modified matrix appearsin the annex.

According to IBTCI’s Quarterly Review for the Period January 1 to March 31,1999 under

USAID’sPrivatization Project Evaluation ServicesContract, MTShassold all of its(publicly
owned) sharesin 13 joint venture companies to the private sector, and part of itssharesin

another 16 companies (though these are not the agribusiness companies targeted by this
benchmark)3® IBTCI notes that the MTS privatization program for the joint venture

companies “ cannot be monitored,” because “ It may take time before a PEO-typeprogram

can beproperly saffed to support privatization of these 363 firmsand to provide appropriate
financialsfor their monitoring and evaluation” (p. 3 of Quarterly Review). Notethat RDI has
made a good start in supporting M TS, though a PEO-type office would be welcome.

Accomplishment
Benchmark partially accomplished

Policy Benchmark
B6. Leasing and Management Contract Guidelines

The GOE will publish leasng and management contract guidelines to regulate the
privatization of public textile companies.
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Verification Indicator ()

B6.1 Formal leasng and management contract guidelines for public sector mills (or
generically for public sector units). These will include the proceduresthat the public sector
millswill follow in offering aunit for lease or management contract, in pre-qualifying bidders,
selecting successful bidders and negotiating with the private sector. They should also detail
the procedures for the private sector, including how to express interest in lease and
management contract of a public mill, to collect information, and to bid.

Method

MVE interviewed RDI staff working on thisbenchmark and reviewed a copy of thereport on
leasing and management guidelinesprepar ed by an RDI consultant. Inlate June1999, MVE
attended aworkshop in Alexandria, at which the guiddinesweredistributed, presented, and
discussed (seelist of attendeesin the annex).

Analysis and findings

As noted in the introduction to the Workshop Report on Options for Leasing: Alexandria,
November 17-18, 1998, the rationale for this benchmark was to “develop a transparent
procedure that will identify facilities which could be placed under contract and to solicit
potential lessee or management contractors.” RDI, in consultation with the PEO, thetextile
holding companies, and public textile companies (ACs), led workshops on leasing and
management contractsin Alexandria (November, 1998) and Cairo (April, 1999). Attendance
of key officials and public and private spinners was good, and the participants discussed a
broad range of pertinent issues at these workshops.

Following the November workshop, RDI produced a Workshop Report on Options for

Leasing: Alexandria, November 17-18, 1998. Thisreport generated a scope of work for a
working group to develop leasing guidelines through a background paper on key issues, a
seriesof workshops, visitsby thewor king group to facilitiesbeing managed under oper ational

leasehold or management contracts (in Egypt and in one other country), and an invitation to
Indian expertsto cometo Egypt to present and discusstheir ver sions of leasehold contracts.
Based on these inputs, the working group would prepare draft operational leasng and
management contr act guiddines, which would bepresented at fivestakeholder wor kshopsfor

discusson. The working group reviewed the leasing and management contract literature,

though therewas no visit to any foreign facility under operational leasehold or management
contract, and no Indian experts visited Egypt to discuss their experience. Textile
Manufacturingand TradeHolding Company training specialist Gen. Assem ShamsEl Din was
the MPE repr esentative to the working group.

Following the April, 1999 workshop, the Egyptian Company for Industry Support (ECIS),
consultantsto RDI, drafted Guidelinesfor Developing Leasing and Management Contracts
for GOE Spinning and Weaving Companiesthat wer ecir culated to M PE, thethreeHCs, and
affiliated textile companiesin June, 1999. The Guidelines cover the following topics:
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how to prepareand present thefinancial, technical and market analysis of thebasdline
Stuation of particular spinning and weaving companiesto prospective buyers, lessees
or managers

sale and contract options, and sdlection of appropriate options

advantages and disadvantages of leasing and management contracts

offering procedur es (preparing and advertising a RFP and book of conditions)
developing selection criteria

pre-qualifying bidders

negotiating termsand procedures

arbitration agreements, contract termination, and repossession in case of default.

TheGuideinesarewritten primarily from the per spective of, and for the benefit of, officialsof
the textile holding companies and the public sector spinning and weaving companies. A
prospective bidder can intuit how to expressinterest in lease and management contract of a
public mill, to collect information, and to bid, though the Guidelines do not provide explicit,
step-by-step proceduresfor doing so.

RDI has begun to meet with the managers of a number of the participating textile ACsin

order to discusstheGuidelines and opportunitiesfor leasing out unitsor signing management
contractswith qualified management experts. RDI and M PE held aworkshop in Alexandria
on 27-28 June 1999 to announce and present theGuidelines Two key M PE officialsand the
chairmen of numerous public sector spinning and weaving companies attended and
participated actively in thisworkshop. Theholding company chair men wereunableto attend.
The workshop organizers solicited comments on the Guidelines and asked for attendees

input prior to their finalization. They also called for a follow-up organizational meeting that
would plan for a “showcase’ event, at which public textile companies would present their

companiesto prospective private investors and lessees. This event would take place some
timein the second half of 1999.

Insummary, theworking group hasissued theleasing and management guidelines, they have
been circulated, and ther e hasbeen someforward movement towar dstheir application. Parts
of Cairo Silk and ESCO wereleased out in 1997/98, and the working group has drawn upon
their experience. In addition, leasesarebeing negotiated by Sharkeyaand Amriya Spinning
and Weaving Companies with prospective foreign partners. Animportant final stepisto get
Minister Atef Ebeid’ sformal approval of the Guidelines, which isrequired before most public
spinning and weaving companieswill feel comfortable and authorized to exploreleasing and
management contracts. This should be possible, given the participation of key advisorsto
Minister Atef Ebeid in the workshops. Nevertheless, it isafinal step that may take some
time to achieve, particularly if the Minister prefers to submit the Guidelines to the
Privatization Committee for review and approval.*°

Accomplishment




Benchmark partially accomplished. Guidelines for entering into leasing and management
contracts have been drafted and discussed, but they have not been published by the GOE as
formal guidelines. Mr. Mahmoud Salem hasreviewed theGuidelines on behalf of M PE and
expectsto submit them to HE the Minister shortly. | f the Minister approvestheGuidelines
Mr. Salem expectstoissueacircular toall holding companiestoimplement thenew policy. If
these last steps had been completed before June 30, the benchmark would have been
accomplished. Mr. Salem also expectsthat if theMinister approvestheguiddines, M PE will
print them under itsown cover.

Policy Benchmark
B7. Privatization of Agricultural Affiliated Companies

The Agricultural Development Holding Company will privatize at least three agricultural
affiliated companies by June 30, 1999.

Verification Indicator (s)

B7.1 Theprivatization of at least threeagricultural affiliated companiesthrough one of these
accepted formsof privatization — management contract, leasehold, shar e sales (over 50% of
stocks purchased by the private sector), management buy -infout, employee buy -in/out or
anchor investor sales.

Method
MVE contacted the Holding Company for Agricultural Development. MVE also contacted
the RDI team to follow up the privatization process.

Analysis and findings

The Holding Company for Agricultural Development sold 49.2% of El Wady Company for
Agricultural Crops Export shares to The Egyptian Saudi Company for Mills and Food
Industries (Egyptian anchor investor company) on October 25, 1998. The Holding Company
sold 1,968,250 shares for LE 63,476,062, or LE 32.25 per share. It also sold 27% of the
sharestothecompany’'sWorkers Joint Stock Union on October 31, 1998. 1,080,000 shares
weresold for LE 27,892,400, or LE 25.80 per share. Thesetwo transactionsresulted in the
transfer of 76.2 per cent of the shares, valued at L E 91,368,954, to the private sector (copies
of the two contracts arein the annex).**

OnMarch 1, 1999 theHolding Company for Agricultural Development sold 95% of itsshares
in San El Haggar for Agriculture Company to the Workers Joint Stock Union. 1,196,050
sharesweresold for LE 18 million, or LE 15 per share. A copy of thecontract isin theannex.

Accordingtothesalescontract that was concluded on Mar ch 14, 1999, theHolding Company
for Agricultural Development sold 100% of the shares of El Nobaria Company for Seed
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Production (NOBSEED) to The Egyptian Saudi Company for Industrial & Land Investment
(Egyptian Company) and The International Saudi Company for Trade and Marketing Ltd.
(Saudi Company). TheHolding Company sold 3.5 million sharesfor LE 103.250 million. See
a copy of the contract in the annex.

The three purchasing companies are private companies. The Egyptian companies are
organized under Law 159. Their ownership isby privateindividualsand not by any public or
quas-public entity. Thiswas stated by the RDI team and it was confirmed by the Holding
Company for Agricultural Development.

Accomplishment
Benchmark accomplished




3 AGRICULTURAL LAND AND WATER RESOURCE INVESTMENTS,
UTILIZATION AND SUSTAINABILITY

Policy Benchmark

C1. NileWater Flow M easur ement

GOE (MPWWR) will implement policies and procedures to shift from digtributing Nile River water
based on water level sto ditributing water based on water volumes using the Main Sysem Management
Tdemetry System a main cand intakes, barrages on the Nile River and divison points between
Directorates for erhanced irrigation operations and decison making.

Verification Indicator(s)

C1.1 Cdibrate53regulaorslocated 1) onthe River Nile, 2) a intakesto main cands, and 3) at points
dividing Directorateswheretelemetry exists. Enter the calibration retionshipsinto thetdemetry sysem
software so that volumetric flow measurements are achieved at these locations.

C1.2 Approve apalicy that water management will be based on volumetric flow and that telemetry
datawill be used for water management decisons at points where

Method

The MVE unit participated in the APRP Water Policy Program Tranche |11 Benchmarks Fina
Workshop, during which this benchmark was discussed before the program’ s seering committee. The
MVE Chief of Party, Dr. Gary Ender, visited telemetry Stes (both meteor burst and VDCS) and the
directorate (sub-measter) and master telemetry computing headquarters at Qanater for the purpose of
veification. The staff at these locations displayed and printed out the current deta on level and flow a
various Stes.

Analysis and findings

Tdemetry equipment was inddled under previous project activities, but was not being used for water
management purposes.  The objective of the work under this benchmark was to begin using the
information for better water management. To improve water management, flows rather than water
levels should be used. Asaresult of the activities under this benchmark, the data management system
now incorporatestechnica rel ationships between levelsand flows that are specific to each measurement
location. This permits converson of the level measurements to flows. All these deta are available to
directorate engineers and are dso kept in amaster database at the master station in Qanater. A replica
of the Qanater ation ismaintained in Imbaba a Minisiry headquarters.

Under the benchmark activity, leve-flow relationships were cdibrated a 73 locations on the Nile, a
intakesto main cands, and a pointsdividing directorates. Therevised relaionshipswere entered into the
telemetry system software to determine volumetric flow from water level measurements at these
locations.

The system miakes use of two datatransmission technologies: meteor burst (about 200 Stes) and VDCS
(Voice Data Communication System, about 600 Sites). Each uses a radio to tranamit the data; the
meteor burgt actudly bounces the radio sgnd off ionized particle trails of meteors passing through the
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Earth’s atmosphere. Under each system the remote Sites include a level measurement deviceand a
radio tranamitter. The remote Sites tranamit their measurements either directly or indirectly to the sub-

madter dations a the directorate level. This is where the water management decisions will be made,

based on the datareceived. The directorate engineer thus has accessto datafrom dl remote sitesin his
area of responghility regardiess of the technology used to tranamit them.

The tdemetry project dso set up atraining and testing center.  Equipment or components that are
repaired are tested here by staff before being returned to service. Staff can aso become familiarized
with field equipment in this center.

Themeteor burst Stesare powered by asolar cdl and battery. Likedl mechanica or dectrica systems,
this system requires maintenance to continue operating properly. The solar pand a the Site visited was
partialy obscured by dirt. When the accumulation of dirt becomes too high, there will not be sufficient
current generated to keep the battery charged and the transmitter operating. For this reason, the data
trangmitted includethe bettery voltage, asan indicator of when maintenance or replacement isnecessary
(acopy of asample report is attached in the annex).

One of the advantages of this computerized systemisthergpid organization of thelarge volume of deta
for management. Data from the VDCS system flow continuoudly to sub-master stations; from the
meteor burst they arrive every two hours (but the system permits even more frequent detatransmission).
For each water control location, the upstream and downsiream water leve, flow, cumulative volume,
and other variables are reported on the computer screen and in printouts (a copy of asample report is
atached intheannex). Thedirectorate engineersaso comparethetelemetry measurementswith those
meade by the gatekeepers manudly on “marble’ gauges (meter sticks mounted on the cand walls) to
ensure that measurements are correct.

Because of theclear benefitsof thissystemn, apolicy statement that water management will be based on
volumetric flow and that telemetry data will be used for water management decisons at points where
telemetry dations exist has been incorporated into Minigteria Decree 139/1999, to which HE the
Miniger has given hisgpprova. A copy of the decreeis attached in the annex.

An additiona benefit of the system is to reduce or diminate inter-directorate disputes over upstream
water released to downstream directorates. Thetelemetry dataare an independently verified source of
datafor this purpose.

Accomplishment
Benchmark accomplished




Policy Benchmark
C2. Groundwater

The GOE (MPWWR) will adopt policies and procedures for reducing water loss and land
degradation dueto improper operation and management of freefloninggroundwater inthe
reclaimed areas of the Western Desert.

Verification Indicator (S)

C21 MPWWR will approve a policy package for free flowing groundwater in reclaimed
areas.

C2.2 Initiatetheformation of agroundwater user association in aselected reclaimed areain
the Western Desert.

Method

The MVE unit’'s COP participated in the APRP Water Policy Program Tranche 111
Benchmarks Final Workshop, during which this benchmark was discussed before the
program’s steering committee. Dr. Morsy Aly Fawzy of theM VE unit conducted afield trip
to El Farafrain order toverify thebenchmark, participatein the ceremony of distributing the
certificates, and investigatethe process of the establishment of theWater User Union (WUU).

Analysis and findings

A focus group workshop involving local officials, stakeholders and private water userswas
held in El Farafra Oasisin May, 1999. West Qasr El Farafrawas selected asa pilot areafor
study and development of a policy moddl. Eng. Abdel Salam Nagati, MPWWR General
Director of the New Valley Irrigation Directorate, is coordinating the work of a field
measur ement team char ged with data collection in the pilot area.

The main event during the field trip was the establishment of the WUU in three wellsin El
Farafra and the eection of the board of directorsof these unions. The MVE representative
attended the ceremony on May 9 and participated in theinterviews conducted by the camera
team, which wasarranged by the GreenCOM Pr gj ect to expand the awar eness of the WUU.
It should be mentioned that these arethefirst ever WUUsformed in the Western Desert in
accordance with Law 213.

Dr. Morsy and thevisiting team went to threewells, numbered 7, 16, and 18. Well number 7
is supposed to serve 220 feddans with a capacity of 110,000 cubic meters. However, it
currently serves 122 feddans managed by 22 holder s, out of whom 18 farmersparticipated in
the WUU egtablished for thiswell. At well number 16, which was established toirrigate 350
feddansand currently serving 62 feddans managed by only 8 land holders, all of thefarmers
served by this well participated in the established WUU. Wel number 18 has a larger
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capacity than the other two, 20,000 cubic meters, and it irrigates 180 feddans owned by 36
farmers, who all participated in the new WUU.

Theceremony for giving certificatesto the WUU beneficiarieswasheaded by the president of
Farafra town, who appreciated the effort by the EPIQ team and the staff of MPWWR. He
mentioned that they started thisactivity in thearea of Gharb El Qasr. Dr. Fredericksin his
speech concentrated on the main objectives of the Agricultural Policy Reform Program
(APRP) and the role of the private sector in achieving these goals. He referred to the
importance of rationalizing the use of water resources and the role of farmers through the
WUU in carrying out theresponsibility of managing and finding out solutionstotheir irrigation
problems

The EPIQ team has produced a detailed report (Water Policy Program Report Number 16,
available also in the MVE Unit), which presents an improved policy framework to ensure
appropriate management of the Nubia Sandstone Aquifer and its freeflowing wells.
Implementation of this policy is expected to lead to the following:

Better utilization, management and conser vation of groundwater resour cesintheWestern
Desert development ar eas wher e free-flowing groundwater conditions prevail, which, in
turn, will lead to water savings, improved agricultural conditionsin 75,000 fecdansof old
and newly reclaimed area, and mor e sustainable agriculture production.

Saving 0.3 bcm of water per year.

Mitigation of adver seenvironmental effects such aswaterlogging, drainage problems, and
soil salinization, which haveresulted in seriousnegativeimpactson agricultural production
in the oases.

Sustaining the economic life of the Nubia Sandstone Aquifer system.

Transfer of responshbility for well drilling, operation, and maintenance and groundwater
management from the MPWWR to locd stakeholder management or ganizations, with
continuing control and technical support from the Ministry.

Based on the pilot activity, the following policies are recommended:

Freeflowing well dischar gewill be adjusted monthly to match crop irrigation requirements
within the command area of each particular wdl, with the maximum discharge not
exceeding thewell’ s design future pumping rate.

For free-flowing wdlls, night-timewell flow will bestored on theland surface, either inthe
existing canals or new storage facilities, and daytime well flow will be controlled.

TheMPWWR will establish a program of continuousgroundwater monitoring for all wells
(private and public).

Operating criteriawill bedefined for transtion from freeflowing to pumped conditions of
thewells.

TheMPWWR will continuethe program for establishment of water user organizationsin
accordance with Law 213.
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No growth of unofficial irrigation will be allowed.

A working group will be established with membership from MPWWR, MALR, and
MHNC, chaired by the representative of MPWWR, to provide continuing review of
issues/conditions and policies for managing the groundwater resourcesin the Western
Desert.

Thereport also recommends detailed proceduresto implement the proposed policies.

The Minister approved the policy package on June 28, 1999. The policies are specified in
chapter five of Water Policy Program Report Number 16. MVE hasa copy of thisreport.

Accomplishment
Benchmark accomplished

Policy Benchmark
C3. Branch Canal Water User Organizations

The GOE (MPWWR) will decree a policy and initiate an action program for formation of
water user organizations at the digributary and branch canal levels.

Verification Indicator (s)

C3.1 Aministerial decreeallowing theformation of water user or ganizationsabovethemesga
level.

C3.2 Process Documentation reportsthat organizations wer e formed on two branch canals
(onein an 1P and onein a non-11P community).

C3.3 A cost-sharing plan prepared for two branch canals in consultation with the
stakeholders.

Method

The MVE Unit participated in the APRP Water Policy Program Tranche Il Benchmarks
Final Workshop, during which this benchmark was discussed beforethe program’s steering
committee. Dr. Morsy of the MVE Unit attended a meeting of a branch water user

association (WUA) in cooperation with MPWWR gaff to formulate the framework and

implementation plan of its activities.

Analysis and findings

Recommendationsarising from the Tranchell benchmark on WUAsin nontl1Pareasinduded
1) establish water user organizations at the branch canal level, allowing for eventual
expanson tothedidrict level, 2) review current legal ordinancesand institutional regulations
related to farmer participation in irrigation managenent, 3) make necessary amendmentsto
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theexisting laws, and 4) strengthen thefor mal ingtitutionalization of thelrrigation Advisory
Servicein the MPWWR.

In order to achieve these recommendations, MPWWR established a team of MPWWR,
MALR and EPIQ officials to be an advisory body to MPWWR in matters related to
expanding farmer participation in water management. It selected two branch canals, oneeach
inan 1P and anon-11P area, for formation of BCWUAS.

I mplementation included:

. I ssuance of a ministerial decreeallowingtheformation of BCWUAsat four selected
locations (M D 28/1999, attached in annex)
MPWWR Action Team orientation and training
Training for fiedd teams (staff from IAS, 1P and Irrigation Department) in
participatory rural appraisal (PRA) techniques, communications and BCWUA
organizing elements
Formulation of a common work plan and strategy for BCWUASs
Development of policy objectivesfor BCWUAS, establishment of an Egyptian chapter
in the International Network on Participatory Irrigation M anagement (INPIM)
Development of a phased processfor organizing BCWUAsand establishing indicative
parametersfor BCWUA organizational structure and functions

Over 9,000 farmers participated in the process of branch canal water user association
(BCWUA) formation. Central-level, general directorateand dir ector ate staff of thel P, IAS,
and Irrigation Department took part, as well as extenson workers, local leaders, and
member s of the People' s Assembly.

A Water Policy Program report (number 17) summarizes the work undertaken in forming
BCWUAs n the four sdected locations. The MVE Unit isin possession of a copy of this
report. For each BCWUA there is a section on basic background data, and information
regarding agricultural and cropping practices, water delivery, and description of the physical
system. A ligt of the executive councils for each BCWUA is given, along with the elected
officers. In each case the District Engineer acts as an ex-officio member of the BCWUA.
Detailed information is provided for Qemri, Bahr & Dahram and Balagtar branch canals.

Cost-sharing planswer e developed for two of thelocations, i.e. Qemri and Bahr € Darham
branch canals. Thereare several basic elements of each cost-sharing plan, among them:

Operations and maintenance (O& M) work isundertaken in a negotiated process by
the BCWUA with additional involvement of the GOE

The BCWUA setsan achievabletarget for O& M performance, for which it would be
reimbursed for most costs through a contracting arrangement with the GOE

A 5year calculation isused asthe base to determine an annual O& M cost ceiling
Cost-sharing plans are developed in 3-year incremental phases, incorporating
BCWUA ingtitutional performance tar gets
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I ssuance of aM emorandum of Under standing (M OU) betwe en theBCWUA and GOE
on O&M

I AS conducts training wor kshops for BCWUA membersto support the work in the
MOU, and

A plan for phasing in a mesga improvement package and using the BCWUA toform
mesga-level WUAS.

An MVE representative attended the meeting of the Water User Association (WUA) for

Qemri canal, which wasestablished on April 6,1999. This WUA's board of directors, which

representsfarmersin thisarea, wasrecently elected by thosefar mers. Theboard of directors
of thisWUA conducted itsfir st meetingon May 5. Themain pur poseof thisfir st meeting was
to identify the main problems and obstacles that face the WUA. They also discussed a

framework of cooperation with MPWWR staff. One of the main issues discussed in this
meeting was how tofind financial resour cesfor theWUA. Themain concluson wasthat many
of thefarmersin theproject areaaregoing towait and seethe performance of the WUA first
before they will start participating and financing the WUA fund.

Theparticipantsin thismeeting spilt into two wor king groups, onefor oper ation and the other
for maintenance. The main findings of this meeting were that both partners (WUA and
MPWWR) wer eabletoidentify themain itemsof both operating and maintenance and agreed
uponthoseitemsafter alongdiscussion. They also discussed the mechanism of implementing
these items and therole of each party in this process.

It wasclear from the meeting that the main purpose of the MPWWR gtaff istorationalizethe
water use and to save water. Meanwhile, farmers for the first time are practicing water

management on their land. It should be mentioned that farmers were very enthusastic to
take part and extend the concept to other areas. For instance, they discussed the idea of
hdpingtheGover nment in leveling far mers land thr ough collecting theneeded ar eatogether .
Thiswould reduce the marginal cost of leveling and improve water management.

The MVE unit recognizesthe hard work and effort of the EPIQ team in this benchmark.

Accomplishment

Benchmark exceeded, for the following reasons:
Thebenchmark called for setting up two BCWUAS, threewereformed, and afourthis
near completion.
MPWWR, with technical assistance from the Netherlands, is starting a new 4-year
nation-wide project to set up WUAsat thebranch canal level. Thisproject will usethe
three BCWUASs from the benchmark activities as part of its pilot program.
Over 9,000 farmers were involved in the BWUA process, many more than was
expected.

Policy Benchmark

73



C4. Irrigation Advisory and Support Service

The GOE (MPWWR) will ingtitutionalize an Irrigation Advisory and Support Servicein the
MPWWR.

Verification Indicator (s)

C4.1 Minisgterial decree establishing theIrrigation Advisory and Support Services Central
Directorate under the MPWWR.

C4.2 Submittal of necessary documents to the Central Authority for Organization and
Management to establish an Irrigation Advisory and Support Services Central Directorate
under the MPWWR.

Method

TheMVE unit participated in the APRP Water Policy Program Tranchelll BenchmarksFinal
Workshop, during which this benchmark was discussed before the program’s steering
committee. The results of the work under this benchmark are presented in Water Policy
Program Report Number 18; the MVE Unit isin possession of a copy of thisreport.

Analysis and findings

Under thisbenchmark MPWWR istransforming thelrrigation Advisory Service (IAS) from
an extension arm of theIrrigation Improvement Project (I11P) to a permanent unit under the
Irrigation Department. Thenewly configured | ASwill haveafully -staffed central directorate
located within theMinistry, general director atesin upper and lower Egypt, and dir ector atesat
sx locations corresponding with existing irrigation command ar eas.

MPWWR madean initial | ASresource needs identification, focusing on present and future
staffing structureand additional manpower needs, annual recurring oper ating cost estimates,
procurement ligt for additional equipment and supplies, and additional transport vehicles
needed. Essential building space estimates are also included. A training needs assessment
was undertaken during thisperiod: training needs have been identified for IAS engineers,
IASfield agents, and for M esga and Branch Canal Water User Association (WUA) members.

The detailed Terms of Reference for the |AS comprises the documents required for
submission tothe GOE Central Authority on Organization and Management. (Thedocuments
in the original Arabic are appended as Appendix B of Report Number 18).

Thebasic roles and responsibilities of the permanent IAS are, among others:

Implement and supervise the establishment of 1) WUAson improved mesgasand in
tiledrainage system of the old lands; 2) water user unions (WUUS) in new landsand

74



development of their mesgas; and 3) supervisetheturnover of improved mesgasand
thetile drainage network to WUAS

I mplement and supervisethe establishment of WUAsat thebranch canal leve (in both
all categoriesof land)

Conduct continuousorientation and on-the-job training for all levelsof IASengineers,
and technicians, in line with work programs and objectives. Organize and conduct
training for members of WUAs, WUUs, and BCWUASs

Supervise the execution and monitoring of the IIP cost recovery program, the
BCWUA branch canal O&M cost-sharing program, and other related activitiesin
coordination with the Revolving Fund Committee

Assist in establishing special command area committeesfor environmental issues
Coordinate provision of technical assistancetomesga-leve and branch canal WUAsIN
the old lands and for the WUUSs in the new lands, with regard to mesga irrigation
scheduling, in improved aswell asunimproved ar eas, along the branch canals
Assume a lead rolein linking WUAs, WUUs, and BCWUAswith public and private
agencies, including NGOs, focused on rural infrastructur e and socioeconomic change
initiatives

Scopes of work for IAS technical and operational units have been completed. Job
descriptionshavebeen prepared for all key positionsinthenew |AS. Thejob descriptionsfor
key positions in the new |AS have been refined and enhanced to match the anticipated
workload for thel AS, and in light of theabove-mentioned itemsin thel AStermsof reference.
The IAS is being ingtitutionalized in MPWWR through ministerial decree 143/1999 (copy
attached in annex) and submission of the required documentsto the Central Authority for
Organization and M anagement (availablein Appendix 2 of report 18). A copy of theletter of
submission is also attached in the annex.

Accomplishment

Benchmark accomplished

Policy Benchmark

C5. Sugar Cane Water Use Policies

GOE (MPWWR and MALR jointly) will designate two areas of private commer cial sugar
cane growersand promote improved water management efficiency in Upper Egypt.

Verification Indicator (s)

C5.1 Improved irrigation technologies installed, including laser leveling and gated pipe
delivery systems, water application monitoring program established; and training provided to
farmers in the use of improved irrigation methods in two pilot sugar cane areasin Upper

Egypt.
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Method

Dr. Morsy Aly Fawzy of the MVE Unit conducted two field tripsto the project locations in
Luxor and Qena. The MVE unit also participated in the APRP Water Policy Program
Tranchelll BenchmarksFinal Workshap, duringwhich thisbenchmar k wasdiscussed before
the program’s steering committee.

Analysis and findings

The Sugar Cane Working Group (SCWG) is composed of members from the Ministry of
Agriculture and Land Reclamation (MALR), the Ministry of Public Works and Water
Resour ces (M PWWR), the Sugar Cane Council, the Sugar Company, the Agricultural Policy
Reform Project/Water Policy Reform Program. MALR isrepresented by the Sugar Crops
Resear ch I nstitute, the M echanized Agriculture Resear ch I nstitute, and the Under secretary
of Agricultural Affairs.

The SCWG identified theadoption of improved irrigation techniquesby sugar cane producers
as a method of obtaining significant water savingsin Upper Egypt. The working group has
identified 14 sitesfor field experimentsin L uxor and Qena gover noratesfor pilot projectson
838 feddans.

Pilot projectsinvolvingtheinstallation of gatedpipeirrigation sysemswer edeveloped by the
SCWG. Thesepilot projectshaveincluded training of extension personnel and a program for
training farmers. Local water engineer s have been introduced to water measurement and
monitoring requirements and trained to collect and report the appropriate data. An
infor mation/awar eness video was developedto be used for further expansion of the project.

The gated-pipe systems have been installed on farmsin the Luxor and Qena Governor ates
totaling mor ethan 450 feddans. Water measurement and monitoring devices, including weirs
and on-farm pump totalizing meter s, have been installed. Productivity gainsfor each far mer

will be measured and monitored by the sugar companies, in part to involve the farmersin

sharing the cost of theinstallation of the systems.

Dr. Morsy made two visitsto the project locations. In thefirst field trip to the project area,
thevigting team found that thewor king group had proposed a pilot area of 40 feddansin each
hode. Farmersin the project area were convinced of the benefits of the project in terms of
improving water management in their fields and increasing their yield per feddan by about
30%. Farmerswereconvinced for thefollowing reasons: (i) lower yield in the area covered
with water, (ii) high costswhen using traditional irrigation technique, and (iii) appl yingthenew
system will allow farmers to save two kerats in each feddan (about 8% of the sugarcane
cultivated area).

In somelocationsfarmer sgot loans (without interest, from the SCC) and bought theirrigation

pump. Farmersarenow in the processof forming water user associations (WUAS) to beable
to manageirrigation water in their fieldsduring this sugar cane season and in the future.
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The private sector is playing a significant role in carrying out the major responsbility in

establishing, managing and monitoring this project. The establishment of the new irrigation
system of sugarcane in all of the project locations is conducted by private companies.

Far mers had some complaints about the rate of implementation of the new system by the
private companies, which was dower than expected in construction, pre-testing the new
system, and its application.

Theteam conducted field visitsto ninelocationsin the project area asfollows:

District L ocation Area(feddans)

L uxor El-Tod 33
El-Fabrica 37
El-Wazan 43
El-Aashorei 20
El-Dayer Ali Basha 20
El-Saudi 33
Berkit El-daira 27
El-Shahori 20
Total 238

Qena El-Makhadma 40

Themain findings of thefirst field trip are asfollows:

All of the selected locations in the project area are served with a laser leveling
service. Therequired leveling dopefor thisproject is10cm for each 100m. Leaving
thisdopeisavital part of theirrigation system.

Private companies areworking on the installation of the gated-pipe delivery system.
This system was to be fully operational by May 10. There are two reasons for this
specificdate: (i) thiswasthe deadlinefor construction companiesto finish their work
and avoid being penalized, and (ii) the sugar factory decided to stop receiving
sugar cane from farmers after May 9.

Theproject management conducted training sessonsfor both far mer s(mor ethan 500)
and trainers of extension agents (about 65). The main objective of the training
component is to provide farmers with adequate information about the use of the
improved irrigation method in thepilot area. Theimpact of thetrainingwasvery clear
when the team discussed with farmersin the project area several issues about the
project. Farmersnot in thisyear’spilot activity told theteam that they plan tojoin the
project next year. In addition, the project management, in cooperation with the
APRP/RDI Unit, intends to conduct eight workshops outside the project area to
increase the awar eness of project benefitsin order to expand the project area.



Thewater application monitoring program hasbeen developed by thekey participants
in thisproject. The team discussed with the project manager (Dr. Abd ElI Wahab

Alaam) the main itemsin the project monitoring plan and the data available for the
project.

MVE conducted a second field trip totheproject locations. Themain purposeof thisfield trip
wasto finalizethe verification of the benchmark. Thefirst location to bevisited washodeEl
Ashee, which includes eight land holders. The team found that the installation of the whole
system had been completed. The MVE representative conducted interviews with some
farmers beneficiaries in this location. They expressed directly that they recognized the
benefits of the project asfollows. (i) they save about three keratsin each feddan, (ii) they
saveirrigation time, about half of thetimethey used to need, which will ber eflected in saving
labor and other costs, and (iii) they save time in cultivation (e.g, hoeing and weeding).

Farmersin theproject areaalso showed an interest in, and under standing of, how to deal with
the system through changing the pipes location according to the needs of the field to be
irrigated.

In an interview Mr. Ali El-Edessy, a Shoura Council member, commended the work and

encour aged the sugar caneworking group to expand itsactivitiesquickly. Henoted the many
benefitsof theimproved irrigation system, and suggested that the Gover nment implement the
program on a much wider scale. In addition, he suggested trying the system on other crops,
such asbanana.

Theteam visited other locationsin theproject areain Luxor (besidehode El Ashee) including
El Tood, El Odesat Bahery, Hode El Daira Ali Basha, and El Shaghab and Qumerain Qena.
Work at all of thelocationswascompleted, and farmers responseswer every much thesame.
Some general remarkson thisvisit can be summarized asfollows:

The GOE continuesto show full commitment and responsibility for helping farmersto
increase their productivity and income, and to savemorewater . Thisisshown viathe
participation of a large number of specialized government employees in different

fields. Theresponse of farmersin the project areatowar d the gover nment attention is
that thisistheir first timeto see all of those senior staff taking careof theinstallation

of equipment and ensuring the farmers under standing of this new technique.

The cooperation and coordination between the staff in the MALR and MPWWR
continues, and islikely to lead to further improvementsin the project area.

Thesavingsin water used in sugarcaneirrigation arerecognized by both farmersand
technicians.

Theparticipation of the private sector in conducting, implementing, and managing this
project isvery obvious.
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The RDI workplan of conducting more seminars for both farmers and extenson
agents in new areas (outside the project area) is really appreciated as a way of
increasing therate of adoption of the project idea. Theapproach followed by the RDI
unit includes grouping the new trainees in one of the project areas and using the
trained farmer sand extension agentsastrainer sin thenew sessions. Thediscussion
will pay special attention to the lessons learned during the last season.

Thepilot locationsincludevarioustypesof farm holdings, such aslarge-scalefarmers
and small farmers, near the main canal or away from it, different types of soil, and

various cropping patternsin the neighborhood of the project area, which means that
the sample represents all or mogt of the sugarcane farm types. This will help in

gettingamor er epresentativetechnical and economical evaluation of the post-project
impact.

Accomplishment

Benchmark exceeded. The following reasons support this deter mination:
Thebenchmark referstotwo areasof private sugar cane grower sfor the application of
new system of irrigation, but the SCWG hasexceeded that requirement by workingin
14 locationsin both Luxor and Qena.
The GOE hasstrongly encour aged the private sector to participatein all of phases of
establishing, managing, and oper ating thepilot project. Thisimportant dimension was
not in the benchmark.
Thetraining included morethan 500 far mers and 65 extension agents, and wasvery
successful in conveying to farmer san under standing of thenew technique. Therateof
adoption in new areasis estimated at morethat 100% of the current project area.
The collaboration and coordination between various partners in this program,
especially between the staff of MALR and MPWWR, continues, and islikely tolead
to further and sustainable improvementsin the project area.

Policy Benchmark
C6. Rice Water Use Policies
The GOE (MPWWR and MALR jointly) will adopt palicies for the subgstitution of short

durationricevarietiesfor longduration ricevarietiesamong privatecommer cial growersand
for changing water scheduling to achieve optimal use of water for rice production.
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Verification Indicator (s)

C6.1 Approval by thetwo Ministers (MPWWR and MALR) of a national policy package,
induding a timetable for adoption, provision of seeds, farmer training, and changesin water
scheduling, for thesubgtitution of short duration ricevarietiesfor longdurationricevarieties.

Method

Dr. Gary Ender, Chief of Party of the MVE Unit, visited some of thericefield sitesand the
riceresear ch center in Sakha. He observed the short-season rice planted in demonstrations
and by farmersalong the selected canalsin Kafr El Sheilkh and Beheira governorates. He
also observed the farmer training meetings conducted jointly by the MALR and MPWWR
saff. The MVE unit also participated in the APRP Water Policy Program Tranche 111

Benchmarks Final Workshop, during which this benchmark was discussed before the
program’s steering committee.

Analysis and findings
MALR and MPWWR have shown excellent cooper ation in undertaking this very important
program. Ther activitiesin 1999 included the following:

Joint activity:
Selection of demonstration and control canals (January)

MALR activities:
Training of national riceand local village extension staff (February and Mar ch)
Meetingswith farmers(March)
Seed digtribution (March and April)
Nursery establishment and transplanting (May and June)
Continued extension activities during the growing season (April through October)
Completion of education/awar eness/training package
Collection of production and economic data (October, 1999)

MPWWR activities:
. Training of district engineersand supervisory personnel in water measurement and
monitoring (February through May)
Canal maintenance
Water rotation change (August)
Data analysis (October through December)

Farmersarehappy with thenew varieties. Infact, they havehad several year sto observethe
properties of some of them. The farmers complaint was usually only about the supply of
water. Thiswasfelt to mean that they would all liketo grow riceall of thetime, which isnot
possible given the capacity of the canals and the water supply in Egypt.



Last year wasthe first demonstration of short-season varieties, in which the two ministries
cooperated to arrange for farming in a block and showing water savings from changing the
irrigation schedule. The demonstration covered 500 feddansin Sidi Gama. Thisyear the
demonstration program has been expanded to six governorates, with atotal ricear ea of over
11,000 feddans and a total area including the control area of over 48,000 feddans, a truly
impressive increase.

The previousirrigation cycle was 4 days on and 6 days off, although farmers might pump
remaining water out of the canal on thefifth day. The new system will have 5 on and 10 off.
Inaddition, rather than endingtheirrigation cyclefor rice on/about October 15, it isprojected
to stop thisyear in short-season rice growing areas on/about August 31.

Demonstrations follow the planting method of the farmers. Some are using direct seeding
(especially in Dagahlia), although most practice transplanting. Most transplanting was
completein the areasvisited. The demonstration plots showed rice densely planted at the
correct spacing and in excelent health. Part of the extension program is to encourage
farmers not to use chemicals unless they can see the reason to use them. Extension and
research personnel circulate in the areas and assist with pest and disease scouting and
diagnosis.

An additional benefit of the shorter irrigation schedule of the short-season riceprogram isto
cotton farmersin neighboring fields, asit will be easier to pick cotton and there will be less
chance of excessive water seeping to the cotton fields at harvest time when water is not
needed.

A possible activity for the PAU of the MALR was suggested by one of those on thetrip. It
would entail following up on the farmersin the Sidi Gama area to see the success or issues
there. Thiswould givethe unit a chanceto learn many aspects of policy analysiswith areal
example of successfor the Gover nment.

The annex contains a copy of the letter from HE the Minister of Public Works and Water
Resour ces approving the rice policy package. The ARC of MALR discussed the policy
package in its meeting on June 28,1999. This meeting was chaired by HE the Minister of
Agriculture and Land Reclamation. The minutes of this meeting show clearly that the
Minister isfully awar e of the policy package and hasapproved extending thericeprogram to
the entire country by the year 2000/2001. A copy of the relevant pages of the meeting
minutesisin the annex.

Accomplishment
Benchmark accomplished

Policy Benchmark
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C7. Intermediate Drainage Water Reuse

The GOE (MPWWR) will establish an intermediate drainage water reuse program for the
Bahr Bagar Drain asa modd for other areas.

Verification Indicator (S)

C7.1 Egtablishment of an intermediate drainage reuse program for Bahr Bagar Drainin at
least one representative district to include preparation of an operations plan and tender

documentsfor the pumps.

Method

Dr.Morsy Aly Fawzy of the MVE Unit conducted afield trip to Abu Hammad digtrict to verify
thisbenchmark. TheMVE unit also participated in the APRP Water Policy Program Tranche
[l Benchmarks Final Workshop, during which this benchmark was discussed before the
program’ssteering committee. Theresultsof thework under thisbenchmark are presented

in Water Policy Program Report Number 20; the MVE Unit isin possession of a copy of this
report and its annexes.

Analysis and findings

One of the palicy recommendations of the Water Policy Reform steering committee of the
Ministry of Public Worksand Water Resour cesat the Tranchell Concluding Workshop held
in June, 1998 was to develop intermediate drainage reusein the Delta.

TheBahr Bagar drainisacontaminated maindrain. It startsfrom thenortheastern border of
Greater Cairo, extends 180 km tothenorth, and endsat L ake M anzala on the northeast edge
of the Delta. In the south, the Qalubyia and Belbeise drains, which feed into Bahr Bagar,
receive alarge amount of urban sewage from the East Bank of Cairo. Thishasmade Bahr
Bagar more an open sewer than an agricultural drain. In thenorth, Bahr Bagar collectsa
substantial drainage flow from the newly reclaimed lands along the Salam Canal. Thedrain
water isvery saline, and reuse of the drainageis not possible.

The middle Bahr Bagar basin isa typical agricultural area. Many branch drainsshow low
salinity (500-600 ppm) and good water quality indicators, and there is no concentrated
industrial wastewater sourcein thearea. Unfortunately, however, thearea' sdrain watersall
fall into Bahr Bagar and consequently losetheir reusahility. Animportant water management
strategy isto usethese good drainage flows beforethey enter the polluted Bahr Bagar main
drain.

Abu Hammad, anirrigation district in themiddle Bahr Bagar basin, was selected asthe pilot
digrict for implementing this benchmark. Seven drain locations (plus two existing pump
stations) wer eidentified asthe potential drainage pumping sites.

To determine the availability of drainage for intermediate reuse pumping, a drainage
monitoring program was conducted in Abu Hammad from August 15, 1998 to May 15, 1999.
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The monitoring included weekly measurements of drain flows, daily observations of drain
water levels, and threetimemeasur ementsof selected water quality parameter sat selected
drain locations.

Estimated drainage generationsin the two seasons wer e compar ed to the monitoring values
for theanalysisof unofficial drainagereuse. It wasfound that, for northern Abu Hammad, the
unofficial reuse was 5-7% of thearea'scanal inflow. Intermediatedrainagereuseisdesired
to provide the proper pump capacity and operation schedule to replace a major part of this
unofficial reuse.

TheEPIQ drainagereusetask group consider ed variousfactorsin designingadrainagereuse
program, including:

The need for drain weirson small drains

The operation of intermediate reuse stationsin conjunction with canal rotations
Seasonal pumping schedules

Pump capacity and unit selection

The capacity of each branch canal to accommodate the pumped drainage

Thetask group prepared adetailed engineering design (including a pr oj ect bidding document,
Annex 1 of Report Number 20) of the seven potential pump stationsin Abu Hammad. The
operational plan iscontained in Chapter 4 of Report Number 20. The achievablereusein
Abu Hammad is equivalent to 5% of the area's canal inflow. Thisfigure can be a general
estimateof intermediatedrainagereuse. Therateissmall compared tothemain drain reuse,
but isan additional part of reusethat the main drain reuse cannot harvest dueto pollution.

In the winter season, drainage pumping will be used to substitute for canal supplies. This
reduction will result in smaller production of drainage. Analysisshowed that a10% reduction
in canal suppliesis acceptable, given the selected pump facilities.

Economicviability of intermediatereuseisparticularly senstivetothesizeof thear ea served
and thevalueinput tothesaved water. It appear sthat for canalswith areasof lessthan 1,000
feddans, alter nativestofixed intermediatereuse should beconsidered. Thefarmer financial
analysis suggested that farmers were generally unable to pay the full operation and
maintenance (O& M) costs, and the gover nment should be responsible for the major part of
the capital and O& M costs of the intermediate reuse program. Only those far mers whose
summer production isincreased by using drainage water would be possibly willing to share
part of the pump station O& M costs.

The MVE unit conducted an interview with Eng. Hussein Elwan, who mentioned that Egypt
losesabout 12 billion cubic meter sannually, of which someof it (about 8 billion cubic meters)
is needed to keep the balance of the salinity for the Delta. If this pilot project were
generalized at the national level, thiswould mean that Egypt would beabletoreuse4billion
cubic metersof wasted water. Themain idea of thepilot project istoreusewater of the Azazy

83



draininirrigating cultivated land beforeit goesto the polluted drain of Bahr El Bagar. This
pilot project islocated on Aum El Hagar canal (about 11 km), which isa branch of the main
canal of El Saidiain Abu Hammad digtrict.

Duringtheverification fied trip theM VE unit found out that the pilot proj ect consstsof three
water-raisng pumps located in a pump station on the Azazy drain which endsup at the Bahr
Bagar main drain. Thecapacity of each of thethreepumpsis0.3m?® per second, and they can
work for about 12 hoursdaily. The capacity of the pump station isto raise about 40% of the
drain water. It should be mertioned that the salinity of water in thisdrainage is about 500
partsg/million, which isacceptablefor irrigation water. Mixingthereused water with thefresh
water takes place about 5 km far from the head of the canal. The holding area which is
served by this station isabout 7,000 feddans, most of which iscultivated in rice.

The MVE unit interviewed some of the farmersin the project area. They expressed their
satisfaction with the project idea. From thefarmers point of view, the main advantages of
thispilot project arethat (i) they will not need irrigation rotations (menaoba) because of the
availability of water, and (ii) farmerson thetail of the branch will be able to get more water
than before, which will bereflected in increased productivity.

Accomplishment
Benchmark accomplished. The program has been established, and the plan and tender
documents are contained in theteam’sreport.

Policy Benchmark
C8. Law 48 on Water Quality

The GOE (MPWWR) will revise Law 48 of 1982 governing water quality management to
mor e effectively control dischar ge of wastesand wastewater into the Nileand itswater ways.

Verification Indicator (s)
C8.1 A draft revison of Law 48 of 1982 and its by -lawsto be presented to the Minister.

Method

TheMVE unit participated in the APRP Water Palicy Program Tranchelll BenchmarksFinal
Workshop, during which this benchmark was discussed before the program’s steering
committee.

Analysis and findings

The essence of this benchmark is technical collaboration among various GOE experts to
makerecommendationsto update Law 48. Theresultsof thiswork are presented in Water
Policy Program report number 21; the MVE Unit isin possession of a copy of thisreport.
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The Inter-Ministerial Committee on Revising Law 48 wascreated under Ministerial Decree
No. 88 of 1998 and chaired by Eng. Y ehia AbdetAziz, Chairman of thelrrigation Department,
MPWWR. Report number 21, which accomplishes the benchmark, focuses on ways to
improve compliance with water pollution requirementsand standar dsthrough: 1) changesto
Law 48/1982 and its Executive Regulations, 2) revisionsto Water Quality Standar ds(WQS),
and 3) activitiesto promote cooper ation among ministrieswith related responsbilities. HE
the Minister chaired the benchmark workshop at which the team’s report was presented.
Thusthe report was submitted to him and discussed before him and with him at thistime.

Thegroup began itsactivitieswith areview of previousstudiesof water pollution problemsin
Egypt. It conducted a round of informal interviews with representatives of the ministries
participating on the Inte-Ministerial Committee. It also reviewed almost 100 specific
proposalsthat had been gener ated by thecommittee. Drawing on published literatureand its
own experiences, theteam investigated how other developing nationsar edealingwith similar
compliance problems.

Thegroup investigated the historical context of thisissueand how other countriesaredealing
with compliance problems. It found that many environmental programsaround theworld are
finding compliance agreements useful tools with which to set prioritiesand deal with serious
nortcompliance problems. Typically, these documents are site-specific agreementswhich
include feasible schedules for ingtalling and operating pollution treatment units as steps
toward full compliance. They also include requirementsfor periodic reporting of progress.
These agreements vary from formal, court-supervised, enfor ceable contracts to informal
agreements between gover nments and the owners of the impacted facilities. The team’s
report recommendsthat MPWWR adopt a Compliance Action Plan (CAP) system that isan
enforceable contract and which isimplemented in a phased manner. The most essential
elements of such agreements are that compliance is defined as meeting all scheduled
improvements and that public sanctions are imposed for serious instances of bad faith
performance.

The study team also adopted a two-tiered strategy including both short -term actionst oinitiate
compliance activities as quickly as possible, and long-term proposals for more fundamental
reformsof Law 48, its Executive Regulations, and the existing WQS. Theinitial activities
should beimplemented over a sufficient time period to provideabetter under standing of the
problem and feasible abatement actionsfor classesof facilities, beforethe mor e fundamental
reformsare developed in detail. Proposing major reformsin thelaw or the ssandards on the
basis of the information available at this time would inhibit progressin the short-run and
probably create long delays as the new proposals were subjected to intense debate.
Nonetheless, in view of the enormity of the non-compliance problem, thisisnot a Situation
that can beresolved in a few years.

Thereport recommends, among other things, that MPWWR:



Adopt the CAP procedures to deal with non-compliance problems among significant

industrial and municipal polluters. Theessential e ementsof the CAP program include:
MPWWR initiates the process by notifying the facility of their apparent
norn-compliance with existing WQS
Thefacility hasa fixed timeto demonstrate full compliance or preparea CAP
including, where appropriate, theresults of a pollution prevention audit and a
schedule for the installation and operation of treatment improvements, and
After dialogue with the applicant and whatever modifications may be
appropriate, MPWWR approves the CAP, which is then included in the
facilities pollution discharge license.

Initiate Very Narrow M odifications of Law 48 to"™:

. Authorizethe CAP processand create a deposit system asan incentivefor the
attainment of scheduled improvementsand so that the new procedureswill be
clear to all stakeholders
AuthorizeMHP to subcontract with other qualified gover nment labor atoriesto
conduct compliance monitoring for MPWWR, and
Clarify that thelicenseeisresponsiblefor selecting technologiesand attaining
all sandards

Amend the executiveregulationsrelated to Law 48" to:

Establish procedures to implement the CAP process (see new article 28 in

chapter 6 and Appendix B)

Give MHP the authority to subcontract with other competent government

laboratories

Raisefeestoreflect someof theinflation that hasoccurred sinceenactment in

1983
Clarify that provisons of Law
4/1994 for environmental impact
assessments (E1AS) and
monitoring, record keeping, and
periodicreportingwill beincluded
in future licenses issued by
MPWWR

Condder the following fundamental reforms.

A new system of facility class and technology-based discharge limits

A new set of ambient WQS for in-stream conditions necessary to support

designated uses of the receiving bodies

Amending Law 48 to allow initial discharge limits for various classes of

facilities.

Developing anational pollution plan to guide future gover nmental investments

in municipal wastewater treatment facilities.

Creating a new range of sanctions for serious and persistent violations of

dischar gerequirements

I nvestigating the creation of a separ atedivison within the State Council to be

devoted to environmental compliance activities.
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Accomplishment
Benchmark accomplished
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D. AGRICULTURAL SECTOR SUPPORT SERVICES
Policy Benchmark
D1. Contract Farming

The GOE will adopt and implement apolicy for contract farming to protect both farmersand
contracting firms.

Verification Indicator (S)

D1.1 GOE/MALR decree or written policy document to define the contents of a model
contract to set standardsfor contract farming.

D1.2 Evidence of public awareness based on survey of relevant contract farmers and
contracting firms.

Method
TheMVE Unit hasmonitored the APRP effort. MVE hasreviewed thematerialscollected by
those working on thisactivity.

Analysis and findings

RDI’s consultant lawyer, Mr. Safwat, has drafted several model contracts, which are currently being
trandated. Anexpertinagricultura contracts, Mr. Safwat hasincorporated input from actual contracts
and from interviews with prominent firms and individuas currently involved in contract farming. Dr.
Randd| Parksand the PMU staff interviewed numerous partiesinvolved in contract farming, including
farmers, exporters and producers. The parties provided APRP with agreements currently in usein
dfferent contract farming arrangements.

Oncethedraft contractsarefindized by Dr. Safwat, they will be reviewed by focus groupsand sdlected
individuas for further amendments and improvements. Dr. Parks has drafted a policy memo that has
been reviewed by the APRP Coordinator and shared with the MVE Unit. The policy encouragesthe
proper use of contract farming, and endorses the mode contracts. Upon completion of the modd

contracts, the APRP Director will present the draft policy and mode contractsfor HE the Minister to

approve.

Accomplishment
Benchmark partially accomplished

Policy Benchmark

D2. Commodity Export Associations and Organization



TheGOE (MoTS) will reviseitspolicy towork with privatetradeand industry associationsin
addition to privatefirms. Thiswill channel GOE support and infor mation to privatetrade or
commodity associations and or ganizations to promote Egyptian exports.



Verification Indicator (s)

D21 A clear policy statement in the form of a decree from MoTS defining itsrole in
supportingtheexport promotion effortsof privatebusinessassociations, offering public sector
support and coordinating its activitieswith those of the private associations.

D2.2 Evidence of public awareness of the policy based on survey of relevant groups.

Method

MVE reviewed documentation provided by MTS and attended a workshop led by MTSin
June 1999. Thisworkshop congtituted a public announcement of the policy shift at MTS
regarding working with private associations.

Analysis and findings

Dr. Hamdi Salem initiated work on this benchmark by writing a letter to H. E. Dr. Ahmed
Goweli, Miniser of Trade and Supply, regarding MTS's need to work with private
associationsand commodity councilsto promote exports, in addition to wor king with private
firms. Minister Goweli approved theletter and policy change (see the annex).

EEPC then prepared a detailed memorandum to the Minister laying out a work program to
support the efforts of sx MTS agencies to generate better information about market
opportunitiesin 15 tar get countriesof COMESA*, North America(U.S. and Canada), and the
CIS® Thismemorandum also laid out a plan to stimulateincreased exports of awiderange
of products, including many agriculturally derived ones. The memorandum includesa budget
for usng APRP tranchefundsin thesum of LE 25.5 million.*® Minister Goweli approved the
memor andum and budget and instructed EEPC to takethe next steps (see cover pagetothe
memorandum in annex).

EEPC’simplementation program of export development in the target countriesincludes:

Egypt’s supply capabilities to produce exportable products

trade missonsto foreign countries

preparation of high-quality promotional brochures and CDs featuring Egyptian

companiesin sdlected indudtriesthat can produce export -grade products

reproduction and (subsidized) distribution of a brochure to Egyptian exporters on

export marketing laws, regulations, rules and processes

limited participation in regional inter national confer ences

procurement of market infor mation through subscriptions
In addition to EEPC, the over seas commercial representation offices will receive financial
support for conducting studies on the 15 target markets, using local marketersto establish
business contacts and consummate export deals, subscriptions to international business
periodicals, and participation in conferences. In addition, MTS will provide additional
resour ces to the General Authority for International Markets and Fairs to organize trade
fairsand subsidizethe participation of Egyptian exporters, particularly small and medium size
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ones, in thesefairs. Finally, thelnternational Trade Center, the Foreign Trade Sector, and
the General Organization for the Control of Imports and Exports will receive support for
buying international trade magazines, organizing and participating in conferences, and
upgrading data bases.

Specificagribusinessproduct groupsincluded in theimplementation program ar er eady-made
gar ments, leather products, processed foods, textilesand tapestries, and fur nitureand wood
products.

MTS/EEPC and RDI collaborated in or ganizing a wor kshop to present itsprogram of export
development to representatives of private trade and business associations. MVE attended
the workshop on June 13, 1999, at which Dr. Hamdi Salem made a presentation of EEPC’s
program and what servicesEEPC and other M T Sagenciesnow offer toprivateexportersand
associations.*” Undersecretary Ayman Abdd Ghaffar also presented useful information,
mainly about MTS commer cial representation over seas.

Representatives of many associations attended the workshop, and they made useful

comments and suggestions to MTS in the discussion that followed the formal MTS
presentations. They welcome the MTS initiatives and want to be able to provide input to
MTSand theHigh Council for Exports, chaired by H.E. Dr. Goweli. A detailed summary of
key points covered in the meeting appears in the annex. A list of key agribusiness and

commodity associations invited to the workshop appears in Table D21. Note that

associations that sent a representative to the workshop are assumed to be aware of the
changein MTSpolicy. Whiletherewereafew notableabsences (HEIA®, Cotton Egypt®, the
new industrial city associations®), attendance was good. A fertilizer producer and exporter

also attended the workshop, although not as a representative of a fertilizer industry
association.

Table D2-1: Agribusiness Associations Attending the June 1999 M TS Workshop

Key Agribusiness Associations Invited Attended Aware
Egyptian Seed Assodiation o) o] o)
Horticultural Exporters Improvement Assodiation o) X X
Cotton Egypt (Egyptian Cotton Promotion Association - also o) X ?

awaiting legal approval)

Rice Federation (awaiting legal approval)

Egyptian Association of Medicinal and Perfumed Plants
Producers, Gradersand Exporters

Leather Tanning Chamber o) o) o)

Potato GrowersUnion

Egyptian Exporters Association
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Egyptian Textile Manufacturers Federation X X X
RMG Exporters Association o) o)
TheEgyptian Chamber for Food Industries o) 0]
Egyptian Businessman’ s Association o) X ?

Sour ces: Workshop attendance and MVE interviewswith sdected individuals.
Note: Omeansyes, x means no; ? means MV E was unable to reach the appropriateindividual for comment.

MVE asked those associationsthat did not attend if they had received any infor mation from
MTS regarding the policy change and were aware of its content. In several cases,

representatives of these associations said that they were unawar e of thenew M TS policy of
working more closaly with the private sector. They did expressan interest in learning more
about M TS programsto promote exports and specific trade missionsto target countries.

The Juneworkshop represents an important and symbolic shift in GOE policy towork more
closely with private trade and business associations. Most of the relevant agribusiness
associationssent representativestotheworkshop. They arealso awarethat EEPC and other

MTS agencies plan to work n a more collaborative and consultative way with private
associations. Information flow between M TS and the private associations has begun and

should improve steadily over time.

Accomplishment

Benchmark accomplished. In using APRP tranche fundsto develop a coher ent and focused
export development program, MTS, led by EEPC, hasreached out to private associationsto
undertakea collabor ative public-private program of export enhancement. Minister Goweliis
fully apprized of and has approved this program

Policy Benchmark
D3. Wastewater Reuse

The GOE will establish a policy to allow the owner/operators of private Build, Operate and
Transfer (BOT) wastewater treatment plants adequate quantities of land for cultivation of
long term crops.

Verification Indicator (s)

D3.1 Evidence that uncultivated land will be allocated for a sufficient period to allow
cultivation of long-term crops.

Method
MVE monitored meetingsand other activitiesof RDI and obtained relevant documentsand
instructionsgiven by the Minister.
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Analysis and findings

There have been two participatory wor kshops conducted in Luxor and Ismailia to develop
approachesto investmentsin agricultural land based on wastewater. The workshops were
attended by large numbers of investors. The recommendations of the workshop were
approved by H.E. Dr. Wally.

H.E.theMinister approved thepolicy toward theuseof treated wastewater , which was stated
and submitted by the Under secretary for the Environment and Afforestation in the MALR.
This palicy includes the commitments of MALR and related government organizations to
specify areasfor private companiesto grow high-valuetree cropsusing treated wastewater .
This policy includes the establishment of a committee of representatives of the
undersecretariat, the private company, and related government organizations. It allows
sdling, long-term leasing, or using the land for a time period long enough to achieve
profitability from the selected crops (seeannex). HE’sapproval of thispolicy isattached. It
ingruct Dr. Saad Nassar to implement the procedure in coordination with the
Under secretariat.

Accomplishment
Benchmark accomplished

Policy Benchmark
D4. Plant Breeders Rights

The GOE will issue: 1) regulations and procedureson Plant Breeders Rightsin accord with
the relevant Uniform Performance of Variety (UPOV) convention; and 2) regulations for
exclusive release of new seed varieties and inbred lines to private companies and
cooper atives. Theseregulationswill include a competitive bidding processwith safeguar dsto
ensurethat one firm cannot gain access to a lar ge per centage of new seed varieties.

Verification Indicator (s)

D4.1 Set of regulationsin theform of adecreeor written policy document on plant breeders
rights.

D4.2 Set of regulations in the form of a decree or written policy document providing for
exclusiverelease of seed varieties from the gover nment to the private sector.

D4.3 Evidence of public awar eness based on survey of relevant groups.

Method
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MVE monitored RDI effortsto help accomplish thisbenchmark. MVE obtained therelevant
documentsincluding meeting minutes, dr aftsof proposed decr ees, and suggested changesin
the seed section of Law 53 related to this benchmark.

Analysis and findings
Thisbenchmark isa compound one, which we will address by indicator.

Indicator D.4.1 Set of regulationsin theform of a decreeor written policy document on
plant breeders’ rights

The MALR developed three articles to establish plant breeders rights as part of an
amendment to the seed sectionsof the Agricultural Law (Law 53). Thesearticlesdefineand
establish the breeders' rights, aswell aspenaltiesfor violation of therights. Thearticlesare
currently under consider ation by the People' s Assenbly aspart of thebroader amendment to
the seed sections of Law 53.

TheCentral Administration for Seed Certification (CASC) hasprepared a set of regulations
on plant breeders rights. Theseregulationsarein theform of adraft decree, approximately

ten pageslong, that definesin detail the protocolsfor establishing and defending breeders

rights. A copy isintheannex. Thisset of regulationsisbased on thelegal establishment of
breeders rightsthrough the amendment to the Law. Therefore, the regulations cannot be
officially issued until the People' s Assembly passes the amendment to the Law.

CASC has been in close contact with the International Union for the Protection of New
Varietiesof Plants (UPOV) to ensurethat the dr aft regulations developed by Egypt will bein
conformity with therequirementsof the UPOV convention and, ther efor e, in confor mity with
Article27.3 (b) of the TRIPS Agreement of theWorld Trade Organization. Eng. Salah Abde
Wanisvisited the UPQV office in Geneva in October, 1997 to discuss the draft regulations.
UPOV responded by suggesting some modificationsto the draft. Dr. Mohamed Hawary of
CASC subsequently modified the draft regulations and traveled to Geneva to deliver and
discussthem with theVice Secr etar y-General of UPOV (October 29, 1998). UPOV suggested
further changes, and CASC isnow incor porating these editsinto its draft regulations.

CASC has ettablished and staffed a Directorate for Plant Variety Protection (Breeders
Rights). TheHead of thisDirectorateiscurrently participatingin aUPQV training coursein
the United Kingdom (June-July, 1999).
Indicator D.4.2. Set of regulationsinthe formof a decree or written policy document
providing for exclusive release of seed varieties from the government to the private
Sector.

In March, 1999, RDI contracted with Dr. James Delouche to work with Dr. Abd El Salam
Gomaa of the ARC to develop draft regulations for the release of new seed varieties
developed by the ARC. Theconsultingteam held awor kshop and two meetingsof an informal
working group, including representatives of the private and public sectors. Through these
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events the team developed and refined a draft policy document providing for exclusive
releases of new seed varieties. This draft document and the notes from the wor kshop and
meetings are published in RDI Report 62.

After these meetings, RDI sought and obtained the approval of Dr. Saad Nassar to createa
formal working group to finalizethe draft policy document. Theworking group consisted of:
Dr. Abdrabboh Ahmed Ismail, Dr. Abd El Azim Tantawi, Dr. Abd El Salaam Gomaa, Dr.
Mohamed Radwan, Eng. Roshdy Hassib (or his representative), and Dr. Samir Naggar
(representative of the Seed Association).

The Working Group met on May 24 and June 1 to revise and agree upon the regulations.
Changes were made to the regulations to satisfy all concerns and the draft document was
nearly finalized. A copy isin theannex. On June 1, Dr. Abd El Azim Tantawi informed the
group that HisExcdlency theMinister had seen thedraft regulationsand requested that Dr.
Y oussuf Abdel Rahman and Ali Sadaajoin theWorking Group. Theenlarged Working Group
met again on June 7 and June 24 to discuss the concer ns of the new membersand refineand
edit the draft regulations.

Theregulationsinclude a competitive bidding processfor exclusivereleasesof new varieties
and safeguar dsto ensurethat one firm cannot gain accessto a lar ge per centage of the new
seed varieties. Onceaparticular company winsacompetitivebid and isawar ded an exclusive
licensefor anew variety, that company isbarred from competing for additional ARC varieties
of thesamecrop for fiveyears.

A meeting was held on June 30 to try to finalize the dr aft regulations, after which they will be
presented to the Under secretary for Agricultural Servicesand the Director of the ARC for
approval. Thesediscussionscontinue.

Indicator D.4.3. Evidence of public awareness based on survey of relevant groups

Regarding plant breeders rights, the GOE has sponsored a number of events that have raised
awareness of theissue and the Government’ s plans to establish theserights. These events include:

1.  Anlntelectud Property Rights Seminar and Courseheldin Cairofrom April 1822, 1999 under
the co-sponsorship of MALR, MTS, APRP, SIPRE, and USAID. Dr. Marsha Stanton, the
former head of the Plant Variety Protection Office in the U.S,, delivered lectures on “Plant
Variety Protection,” “ Plant Breeders Rightsand UPOV” and “ Specid Discussonson PVP.”

Over 75 representatives of public agencies and private companies participated in this course.

2. A UPQV Regiond Workshop washdd in Cairo on May 3 and 4, 1999, organized by UPOV
and the WTO in cooperation with the GOE. Dr. Fawzy Naeim of the ARC and Mr. Barry
Greengrass of UPOV chaired this workshop, with a welcoming address by Prof. Dr. Saad
Nassar. Topics covered included: plant protection, the 1978 and 1991 Acts of the UPOV
Convention, and “Adrantages of Introducing Plant Variety Protection and of Becoming a
Member State of UPOV”. Dr. Mohamed El Hawary of CASC made a presentation on
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Egypt’ s development of breeders' rights (See annex). Attendance exceeded 100 people from
the private and public sectors.

3. TheThird Egyptian Nationd Seed Conference, held in Cairo on May 10-12, 1999 under the
auspicesof H.E. Dr. Y oussuf Wally, dso featured talks on plant variety protection sysemsand
served to raise awareness about plant breeders rights. Over 200 people atended this
conference from bath the private and public sectors.

In addition, the Egyptian Seed Association discussed the importance of breeders rightsin its newdetter
(digtributed to dl mgjor seed companies) and a severd public workshops.

Regarding seed variety release policy, RDI deveoped and distributed a brief on variety release
policiesand hed aworkshop on March 11 to raiseawareness about theissue. About 30 key government
and privateindugtry leedersattended. Thiswasfollowed by two informa working group meetings, eech
attended by 14 to 18 people, mainly from private seed companies. Afterwards, four mestings of the
forma working group in May and June served to promote further public avareness, as three companies
from the Egyptian Seed Association participated actively in these meetings.

TheThird Egyptian Nationd Seed Conference dso featured a presentation on the devel opment of variety
release policiesin Egypt, which served to raise awarenessamong participants. The recommendations of
the Conference, tranamitted by Ali Seedato the Minister of MALR, specificaly suggest: “ Giving seed
producers equa opportunitiesto obtain foundation seeds and hybridsfrom the output of the governmental
research centersthrough aspecific release sysem for varieties. Such asystem should be transparent and
fair to encourage private sector’ s participation in seed production and marketing.”

In addition, the Egyptian Seed Association discussed the importance d variety rdease policies in its
newdetter (digtributed to dl mgor seed companies) and at severd public workshops.

Accomplishment

Benchmark partially accomplished

D4.1 Fully. The enactment of the new Seed Law is verified under benchmark D5. The GOE has
done dl that is possible toward this indicator until the Seed Law is passed.

D4.2 Patidly

D43 Hlly

Policy Benchmark
D5. Draft Seed Law of 1997 Enactment

The People’'s Assembly will enact the draft Seed Law of 1997. (Thisis a carryover of the unmet
portion of Tranche Il Benchmark C.3)

Verification Indicator(s)

D5.1 Ratification of the Seed Law by the People’'s Assembly.
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Method
MV E contacted some of the People' s Assembly members (members of the Agriculture and Irrigation
Committee) to verify the steps of the find approva of the seed law.

Analysis and findings

One of the main concerns of GOE and the Ministry of Agriculture is the seed subsector. The GOE
issued thefirst seed law (No. 5 for 1926) for cottonseed, and it was followed by other laws and decrees
organizing and controlling the seed subsector, up to and incdluding Law No. 53/1966, which combined the
agricultura laws and decrees in one law.

Currently as part of the agriculturd policy reforms, aproposa for anew seed law was presented to the
People's Assambly. The new seed law proposa was presented to the Suggestions and Complaints
Committee on February 16, 1998, and on April 13, 1998 it was approved by the Committee. The next
sep wasto discussit in the Agriculture and | rrigation Committee on May 10, 1998 aspart of getting the
joint gpprova withthelegd committee. After thisgpprova the proposa will be presented to the People' s
Assembly for find gpproval.

The above mentioned wasthe statusfor the seed law benchmark at the conclusion of Tranchell. MVE
did not recelve any evidencethat the seed law was presented to the People' s Assembly for find gpprova
by the end of June, 1999.

Accomplishment

No progress

Policy Benchmark

D6. Hirsutum Cotton

The GOE will dlow private sector companies which have remote reclaimed land to import Hirsutum
cotton varieties for tesing in those lands, pending evaluation of current trids by the Cotton Research
Ingtitute, ARC.
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Verification Indicator(s)

D6.1 Written ingtructionswhich outlinethe rules and regulaionsregarding theimportation of Hirsutum
cotton seed for testing on investors farms in reclaimed aress.

D6.2 Private sector operators confirm that these ingtructions have been officidly announced.

Method
MVE interviewed and consulted a number of involved persons, either persondly or through telephone
cdls, including RDI gtaff and Dr. Hussein Y ehig, the Director of the Cotton Research Indtitute.

Analysis and findings

InApril, 1998, MVE staff and APRPand USAID representativesvisited East Owainat, which wasthe
proposed site for planting and testing the Hirsutum cotton varieties. The Site was reedy, but there were
ddays in the arriva of the seed. The seed arived in June, 1998 and underwent phytosanitary and
germination testing at ARC before planting. Thetesting was completed in June, 1998. The seedswere
to be planted in July 1998 in East Owainat on PPC member Eng. Hamed El Shiaty’s farm.

Thiswasthe statusfor the Hirsutum cotton benchmark at the close of Tranchell. MVE did not receive
any evidence that there are new ingructions for private importation of hirsutum cotton for testing.

Accomplishment
No progress

Policy Benchmark
D7. Pesticide and Pesticide Company Licensing

The GOE will revise and reissue open and trangparent regulations to register pesticides and will issue
regulationsto license pesticide companiesand applicators. Thisbenchmark will be completed by June 30,
2000. Veification indicators are set for June 30, 1999.

Verification Indicator(s)

D7.1 A completereview of the lawsand regulations governing the pesticide industry. Thisreview will
include identification of the current wesknesses in the system of registering pedticides, especidly the
problem of permitting decreesto override decisions made on the basis of internationa risk assessment or
scientific fundamentals, and proposas for addressing those weeknesses.

D7.2 MALR will develop written consensus with the private sector on an outline of regulaionson
pesticide regigration.

D7.3 MALR will develop written consensus with the private sector on an outline of licensng
procedures for gpplicators and companies.



Method
MVE interviewed the RDI team members involved in the review of the laws and regulations, and
MALR officids who participated in the revison of the manua of regulations for pesticide regigtration.

Analysis and findings

Dr. Sawa Dogheim, Director of the Resdue Analysis Lab for Peticides and Heavy Metds, has
circulated adraft of new regulationsfor peticideregigration. Thisdraft hasbeen reviewed by the public
and private sectors, and find revisonsare underway.  Thus, aconsensus has been reached by the public
and private sectors on the nature of the new regulaions fa pedticide regidration.

The review of the pegticide laws and regulaions has been completed by RDI and will be published
shortly. MVE hasreceived thefinal draft of thisdocument. It includessummariesof decrees
affecting pesticide use which were issued from the 1950s to the present, and an analysis of
ministerial decree No. 663/1998 providing for agricultural pesticides.

Thereview includes models proposed by MALR as guidelinesfor pesticide management in
Egypt:

Model for request to test product for registration
Recommendation notification model

Label Model

Model for registration certification

Model for requeststoimport agricultural pesticides

Model for licensetoimport pesticides

Model for requesting license for pesticides manufacturing factory
Model for licenseto establish a pesticide factory

Model for requesting agricultural pesticidetrading license

Model for pesticidestrading license

Model for extremely and high hazar dous pesticides

Rules and conditions for opening pesticides shops and stores
Modd for requesting analysis of imported or locally formulated pesticides
Model for certificate of analysis

Approval for licenseto clear pesticides from customs

Importing license for agro-pesticides

MVE hasalsoreceived thedraft manual of regulationsfor pesticider egigtration, handlingand
control in Egypt, which arebased on ministerial decreeNo. 663 of 1998. Themanual includes
the registration requirements, the renewal of the registration, the application form for
registration of a chemical pesticides, and the protocol for testing package efficiency and its
conformity with the technical standar ds. The manual includestechnical sandardsfor :

Toxicity

Allowable daily intake

Residuals

Environmental chemistry and rate of toxicity
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The manual dso includes a number of forms for approval of pesticides, labelling, uses,
application mode, name of the pesticide, chemical composition, safety measures, first aid,
anti-poisoning drugs, pre-harvested (safety) period, pesticide classification accordingtothe
WHO, pre-cautions, producers address, importers address, date of manufacturing, expiry
date, operation number, lot number, and domestic registration number.

Themanual hasanumber of annexes, such asthe conditionsto befulfilled in pesticidestores,
application for pesticideanalysis(for clearancefrom thecustomsor for approval of handlinga
locally -produced pesticide), certificate of analysis, and a specimen form for clearance from
customs.

Accomplishment

Benchmark accomplished. Thisisatwoyear benchmark. Therevision of the pesticideregigration
regulaion is sgnificantly ahead of schedule, while the revison of licenang regulaions is somewhat
behind.

Policy Benchmark

D8. Support of Private Sector Research and Extension

The MALR will implement aphased plan for support and/or transfer of pecified research and extension
activities to the private sector. The plan will include at lesst:

a Specification of the research and extenson functions which the public sector will enable the
privete sector to provide in one pilot governorate.

2 Adminigrative and management structures and rulesto ensure MALR inspection, certification,
licenang and quality control for services and information offered by the private sector.

Verification Indicator (s)

D8.1 A phasad plan gpproved by the Minigter, induding the dements specified in the benchmark.

D8.2 Initiate implementation of the plan in at least one pilot goveronate.

Method

Because of ddaysinimplementing this benchmark, the MV E Unit relied largely oninformation supplied
by the RDI Unit (including meeting notesin RDI’s TAMI S information system) in June, 1999.
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Analysis and findings

The Government of Egypt hassdlected |smailiaasthe primary governoratefor the pilot test
of this benchmark, and Gharbia asthe back-up governorate. MALR staff, with assistance
from RDI staff, have met with officials from the gover norates of |smailia and Gharbia and
representatives from the private sector. The group met to begin preparing the phased plan
for thetransfer of some research and extension activitiesto the private sector.

Some of theissues discussed in the field meetings with farmersand othersinclude:

Therole of private extension agencies

Theissue of cost recovery

Focus on export vs. traditional crops

Coordination and mutual exchange of theinfor mation between both parties(private &
government extension)

Extension officer sspecialized in certain crops(e.g. rice, cotton, vegetables, medicinal
plants, etc.)

Eng. Abu Raia, the Director-General of Agriculturein Gharbia, said that the private sector

established itsown extension bodiesthat depend on the gover nment extension officers. This
is the case especially for exporters and big growers, who have forward contracts with
agribusiness companies in Gharbia (e.g. vegetable processing plants, medical plants, etc.).

Some good extension officers were able to join such firms, either by quitting Gover nment

serviceor by working part-time.

Some farmers claimed that they have theright to have free gover nment extension services.

A farmer and milk producer said “the dairy companies have private extension officerswho
arelooking for their companies' interests. These companies provide technical and financial
support, and their extension officer s cooper ate with all types of dairy farms, aswell aswith
the government extension officers. They also provide brochures and advice, as well as
conducting meetingsand seminar sfor improving the quality of milk and other products. Sothe
same system can be applied for other farm activities.”

A subcommittee has been congtituted to preparethe plan and iscarrying out thiswork. Itis
likely that 23 months will be required to complete a careful and feasible plan. The team
intends to then present thisplan to an appropriate audience through a workshop or similar
forum.

Accomplishment
Benchmark partially accomplished
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E. FOOD SECURITY AND POVERTY ALLEVIATION
Policy Benchmark

E.1 Ration-Card Holders System

The GOE (MTS) will revisethe criteriaand procedures of selecting ration card holdersin order to target
the exiging ration system to needy people.

Verification Indicator(s)

E1.1 The Minidry of Trade and Supply will develop and approve criteria and procedures to convert
green ration cardsinto red ration cards.

E1.2 Initiate implementation of the new criteria and procedures.

Method
Dr. Add Mogtafa participated in biweekly task force meetings. MV E aso had periodic discussonsand
updates from Dr. Akhter Ahmed.

Analysis and findings

Inthecurrent ration card subsidy system for sugar and cooking oil, the maj ority of wealthy
Egyptians carry the higher-subsidy green ration cards, while some of the poor est Egyptians
hold the lower-subsidy red ration cards. Targeting the higher-subsidy green ration cardsto
the poor and the lower-subsidy red ration cards to the non-poor will increase equity in the
system, and will reducethe cost of subsidies. Thisrequiresidentifying thepoor and thenon
poor according to their income levels. Gauging household income accurately through an

administrativeform, however, isvery difficult. For thisreason, the Food Security Research

Unit (FSRU) of APRP has assisted MTS to develop a list of income proxy indicator s for

households in different governorates. These are based on regression analysis of the
household survey data collected in 1997 by FSRU.

The FSRU tested the preliminary indicators of household income for their validity by re-
surveying 380 households in seven governorates in February-March, 1999. These
householdswer e selected from the sample of households surveyed by FSRU in 1997. Based
on thisresearch, the proxy indicators have been revised.

His Excdlency Minister Ahmed Guwelli of M TS approved a task force to examine various
food subsidy issues, and its MTS members, in November, 1998. The task force has been

mesting twice per month to review the new targeted method developed by FSRU. Thetask

force has developed a new form that includes the proxy indicators. The MTS will usethis
form to collect information in order to determine eligibility for the green and thered ration

cards. The MTS will print about 13 million forms after pre-testing the new form in some
selected locations.
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Thetask force hassubmitted thenew form toHE Minister Goweli for hisapproval. (Old and
new forms are contained in the annex.)
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The proxy indicators are incor porated as questions on the revised form, including:

Household size

Highest number of education years
Number of rooms

Electricity bill

Land cultivated in feddans

Owned phone

Owned car or other vehicles

Theseindicatorsarein addition to the other page of identification questions Thereisalso a
separ ate question on income.

MTS plans to pretest this new form beginning in August 1, 1999 and afterwards put it into
general usefor the whole country.

Accomplishment
Benchmark accomplished
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ANNEX
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